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PREFACE 


HE feeling still prevails that there is no ethics 
in business. This idea is both untrue and un- 
fortunate. The average American merchant today, 
of the better class, is probably more ethical than his 
patrons. The past quarter-century has seen a 
notable advance in all lines of trade. Standards of 
conduct have been developing, sometimes unwritten, 
sometimes expressed in the form of definite codes. 
Ways of doing business that were taken as a matter 
of course a generation ago, are now generally con- 
demned. The first object of the book is to present 
these standards, and the reason for them. As cus- 
tomers we need to know what is now regarded as 
good practice. As business men we may learn some- 
thing from seeing our own industries in the perspec- 
tive of the larger movement. 

The book is also intended as an introduction to the 
study of Social Ethics. By this I mean ethics con- 
sidered consistently from the social point of view. 
One of the by-products of the War has been the 
break with authority. We are beginning to realize 
that it will be necessary to base our conceptions of 
right and duty on experience rather than tradition. 
To do this we must turn from the abstract individual 
of earlier text-books to men in their actual commu- 
nity life. The book is really the outcome of my own 
search for an inductive approach to Social Ethics. 

vil 
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In a previous volume, Chaos or Cosmos? some pre- 
liminary studies were made of national behavior. 
But it was impossible to carry the subject further 
without working out a sound method of evaluating 
behavior. American trade groups show us ethical 
standards in the making. The success with which 
they have adjusted many important relations, sug- 
‘gests that we may learn from their experience what 
is the normal method of appraising conduct. 

The first two chapters, on the trade association 
and the standardizing of practice, are introductory 
and designed to give the general setting for the 
movement. The average reader may find it more 
interesting to begin with Chapter 3. The main 
part of the book is an exposition of the standards 
at present in force in various industries. I have 
no thesis to prove. My function is that of an im- 
partial interpreter. We are dealing largely with 
official documents, and for every point I endeavor 
to refer to chapter and verse. This method makes 
it possible to treat the subject as the scientist would 
treat any other group of social facts. Most of the 
documents quoted were published in 1924 in my 
collection of Codes of Ethics. Where examples of 
business practice are introduced, it is merely to 
bring out the background and significance of the 
standards under discussion. 

My own generalizations are confined to Part III, 
and here criticism is not only expected but invited. 
Chapter 13 gives a provisional interpretation of the 
ethical process in the trade associations, in terms of 
recent psychology. The following chapter, on 
Kthies as a Science, is intended as a contribution to 
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ethical theory. I try to bring out just what is the 
’ method of appraisal followed by the trade associa- 
tions, what it involves, and the use that may be 
made of trade codes in ethical teaching. Two lists 
of reference material for laboratory study are given 
in the Appendix. The chapter on Christianity and 
Business is added, because of the close connection 
between religion and social standards, and in order 
to give to business ethics what might be called a 
cosmic setting. 

Two points require emphasis. First, we are to 
study associations of business men rather than in- 
dividual firms. Second, we are dealing primarily 
with the standards that have grown up in these as- 
sociations, and not with current practice. That 
there has been large and general improvement in 
commercial methods during the last twenty years, 
is evident. Any treatment of business ethics, how- 
ever, from the standpoint of practice, is necessarily 
subjective and superficial. Few persons are in a 
position to know what practices really are in any 
given industry, and there are probably 3000 indus- 
tries in the United States. But when we come to 
deal with standards, we are on different ground. It 
is possible to determine, with a fair degree of accu- 
racy, what many organized groups of business men 
have come to regard as sound and unsound, as right 
and wrong. We may trace the conditions that have 
guided this judgment. Written codes, where they 
grow out of experience and have been adopted in 
good faith, are valid evidence for what the asso- 
ciation regards as good business practice. They 
will be considered in this light. 


x PREFACE 


The various aspects of business ethics are so inter- 
woven that the distribution of material,among the 
several chapters is necessarily somewhat arbitrary. 
As far as possible, I have tried to segregate the re- 
lations of business men with each other, with the 
public, and with the employee. 

Our study is confined to the Nevelonrent of 
_ business ethics in the United States. Since the 
American trade association may be regarded as a 
typical social group, the conclusions drawn in Chap- 
ter 14, in so far as they are sound, are of universal 
validity. 

Aside from the codes and other authorities 
quoted, the facts brought out have been derived 
from letters, personal interviews and trade litera- 
ture of various sorts. I would express my indebt- 
edness to the many who have aided by information 
and criticism. The officers of Rotary International 
have been especially helpful. A good deal of the 
material has been tried out in public lectures, and 
addresses before trade associations and service clubs. 


Epoar L. HEERMANCE. 
New Haven, Conn., 
January 15, 1926. 


Part One: Introductory 
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Ethics of Business 


CHAPTER I 
Tue AMERICAN TRADE ASSOCIATION 


TANDARDS of business practice have been de- 
veloping rapidly within the last two decades. 
About the year 1905 there began a remarkable 
ethical movement, which affected public life in 
America in various directions. Doubtless many 
causes have operated to raise the general moral level: , 


the dominance of Theodore Roosevelt’s personality ~ 


in the early years of this century, a revival of social 
Christianity, the idealism of the War period. Then 
too our country had become of age. We began as 
pioneers, exploiting the resources of a new continent. 
This era, with its characteristic virtues and vices, 
is now definitely closed. National maturity brought 
with it the socializing of American business. The 
extreme individualism which we inherited from pi- 
oneer days gave place to joint action, and to stand- 
ardization both physical and moral. To understand 
this ethical trend in business, we must therefore gain 
some idea of the trade association movement.* 


1Emmett H. Naylor, Trade Associations, their Organization 
and Management, Ronald Press, 1921; U. S. Dept. of Commerce, 
Trade Association Activities, 1923; Franklin D. Jones, Trade 


3 


4 THE ETHICS OF BUSINESS 


1 ask the reader to distinguish between the trade 
association and the trade-union. The trade-union 
is an organization of workmen. The trade associa- 
tion is an organization of employers. But it is not, 
in most cases, an “employers’ association,” in the 
sense of being formed to oppose organized labor. 
The trade association represents a specific industry. , 
It has been defined as an organization of producers | 
or distributors upon a mutual basis for the purpose | 
_ of promoting their branch of industry and improving/ 
\ their service to the public.?, Drawn together by com- 
mon interests, meeting frequently in conventions and 
committees, thinking largely in the.same terms, the 
members of a trade association are likely to develop 
a strong social solidarity. 

The day has passed when it was each factory or 
store for itself, and the devil take the hindmost. 
Organization has taken the place of isolation. Co- 
operation has come in to temper competition. The 
change in methods, in attitude and spirit, amounts 
to a business revolution. Let me illustrate this in 
a preliminary way by an incident given me by the 
Association Activities and the Law, McGraw-Hill, 1922; Nat. 
Industrial Conference Board, Trade Associations, their Economic 
Significance and Legal Status, revised ed., Aug., 1925; N. Y. 
Evening Post, Codperative Competition, 1922, a reprint of 25 
articles; Nat. Assn. of Manufacturers, National Trade Associa- 
tions, W. F. Roberts Co., Washington, 1922, replies by 135 as- 
sociations to a questionnaire; Milton M. Nelson, Open Price 
Associations, Univ. of Illinois, Urbana, IIl., 1922; Arthur J. Eddy, 
The New Competition, 4th ed., McClurg, 1915, a pioneer book, 
must be used today with considerable reserve; U. S. Dept. of 
Commerce, Commercial and Industrial Organizations of the 
U. S., revised to March 1, 1923; Clarence E. Bonnett, Employers’ 


Associations in the U. S., Macmillan 1922. 
* Proceedings Am. Trade Assn. Executives, 1922, 249. 
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General Manager of the National Automobile Cham- 
ber of Commerce. The head of a great automobile 
factory in Detroit called up the manager of a rival 
plant. The message over the telephone was some- 
thing like this: “The superintendent of one of our 
departments is. incapacitated by sickness. His loss 
is crippling our business. Could you possibly lend 
us a man?” The rival factory sent over one of its 
best officials, who took charge of the department for 
several weeks, until the regular superintendent could 
resume his work. 

A generation ago, such an attitude on the part of 
one factory toward another would have been incon- 
ceivable. Cut-throat competition was the rule. This 
was particularly true in those lines of manufacturing 
where mass production, the making of goods in large 
quantities, was a distinct advantage. Here business 
was war, of the jungle variety. A competitor was an 
enemy, to be shunned and distrusted. 

In order to force rival firms out of business, prices 
were lowered until goods were often sold for a time 
below cost. The survivors of such a trade war suf- 
fered, as did the consuming public, from a demoral- 
ized market. The keen competition in prices com- 
pelled adulteration, poor workmanship, and the 
lowering of grades. In one famous three-cornered 
fight, the quality of the product became so inferior 
that the public rebelled and refused to purchase it at 
all. The industry lost millions of dollars before it 
could regain the confidence of its customers.* 

Goods were not standardized, and the buyer must 
look out for himself on every sale. The prices quoted 


* Naylor, op. cit., 29. 
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were subject to an endless series of discounts. Sales- 
men charged what they could get, by fair means or 
foul. An instance is known of the same article being 
sold in one day to three great railroads, at three 
different prices.* On the other hand, as no firm knew 
what others were charging, the purchasing agent was 
able to play one against another. 

Cost systems were largely unknown. Often the 
business man did not know until he took his in- 
ventory at the end of the year, if he knew then, 
whether he was really making money or losing it. 
In periods of apparent prosperity, he was tempted to 
expand his plant and produce more goods than could 
be consumed. When the inevitable drop came, he 
was left with idle machinery, unsalable stocks of 
goods, and frozen credits. A manufacturing busi- 
ness, carried on under these conditions, was a good 
deal of a gamble, where there were few winners and 
many-losers. The victor in the struggle often owed 
his success to political favors or secret rebates, or to 
the unscrupulous use of his economic power. 

For this wasteful, unintelligent method of com- 
petition, the public eventually paid the bill. The 
frequent business failures meant a higher cost of 
production. Cheap prices, as a result of price wars, 
must be recouped by unnecessarily high prices when 
the wars were over. Quality was constantly de- 
teriorating. Perhaps the most serious effect of all 
was on the morale of the business man himself. 
Under the pressure of competition, high-minded and 
respectable citizens did things in business which they 
never would have thought of doing in private life. 


*Quoted by Eddy, op. cit., 153. 
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War, in whatever sphere, puts a premium on ruthless 
and unscrupulous conduct. 

Such a situation, which may be described as com- 
mercial anarchy, could not continue indefinitely. 
Unregulated competition was business suicide. Three 
‘remedies were tried by business men: the pool, the 
trust and the trade association. One of the earliest 
methods was for competitors in an industry to form 
a pool, which would control production, divide ter- 
ritory and fix prices. The pool never worked very 
well, as it ignored the basic law of supply and de- 
mand. The agreement was apt to break down 
through mutual treachery and suspicion. A second 
method was the amalgamation of competing firms 
into a trust, which would accomplish the same re- 
sults through a closely organized monopoly. Alarm 
over the threatening growth of such bodies led to the 
passage of the Sherman Act in 1890. Our public. 
policy, as embodied in common and statute law, has 
been that competition must be allowed free play, 
in order to correct unduly high prices. Combina- 
tions which restrained trade, in this sense, were likely 
to be barred in the public interest. It remained for 
the modern trade association to evolve a third 
method of escape from chaos, that of cooperative 
competition. 

The early trade associations, which began in the 
Civil War period, followed the plan of the pool. 
They had the same inherent weakness and were 
likely to meet a similar fate. Their meetings were 
shrouded in secrecy. As Naylor has said, the mem- 
bers “would all agree to do something that might 
work for a few weeks, then some one would forget 
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and do differently, a wail would go up, the agreement 
fly to pieces, the association would gasp and die or 
go to sleep for a number of months until the storm 
of wrath had passed. Then the members with 
suspicion and hope would foregather once more and 
do it all over again.” *® In spite of this bad begin- 
ning, and some prosecutions under the new anti-trust 
laws, trade associations continued to multiply. Men 
engaged in the same line of business had begun to 
find that certain legitimate lines of cooperative work 
could be carried on to their mutual advantage. They 
discovered that their competitors were not as black 
as they had imagined. Labor troubles or the threat 
of tariff changes tended to bring together the trade 
affected. Sometimes gatherings for purely social 
purposes opened the way to organizations for com- 
mon business service. 

The year 1911 opened a new period in trade 
association history. The Supreme Court, in the 
Standard Oil and American Tobacco cases, read into 
the Sherman Act the “rule of reason.” The law was 
considered to be directed, not against combination 
as such, but against unreasonable restraint of trade, 
which lessened competition in a way detrimental to 
the public welfare. This lifted, far a time at least, 
the cloud under which legitimate trade associations 
had been living; President Roosevelt and his suc- 
cessor had wielded the big stick rather vigorously. 
In the same year, Arthur J. Eddy, a Chicago lawyer, 
began to organize “open price associations.” His 
book, The New Competition, published in 1912, had 


S“A Hist. of Trade Associations in Am.,” Trade Association 
Activities, 304. 
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a wide influence. The open price association was a 
compact body, whose members agreed _to. exchange 
production. figures and prices on closed transactions. 
The object was to substitute accurate knowledge of 
market conditions for ignorance and misinformation, 
and thus render competition more intelligent and 
business more stable. Frequent meetings to discuss 
the figures exchanged were one feature of the plan. 
The meetings were supposed to be open to buyers 
and all others interested, but this feature was not 
followed by many of the associations which adopted 
all or part of the open price idea. 

The open price movement coincided with some- 
what similar developments in various branches of 
industry, notably the lumber and steel trades. It 
not only increased the number of associations, but 
helped to familiarize them both with systematic 
fact-finding and with the exchange of information. 
Then came the War. As our Government, in this 
emergency, required reliable statistical data for 
many industries, its policy was to deal with asso- 
ciations rather than with individual firms. It en- 
couraged the forming of associations where none 
existed, and many of the older bodies added certain 
features of the open price system. The difficulties 
of War-time production also served to make the 
need for organization apparent. The number of 
trade associations probably doubled in four years. 

These haleyon days were followed by the trying 
period of reconstruction. In its endeavor to bring 
down the cost of living, the Department of Justice 
charged, and probably with reason, that many asso- 
ciations were fixing prices by agreement. The axe 
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fell on the open price associations. The Hardwood 
Lumber case was decided by the Supreme Court in 
December, 1921. The majority of the court held 
that the manner in which information was ex- 
changed necessarily implied a combination to cur- 
tail production and fix prices. Something like a 
panic ensued. Many trade associations curtailed 
their activities. No doubt there were some uneasy 
consciences, but there was also serious doubt as to 
the legality of any joint statistical work. Early in 
1922, Secretary Hoover, who believed in the trade 
association as a business necessity, sought the 
opinion of the Attorney General on this point. 
Outlining various association activities, he asked 
whether they were legitimate. Mr. Daugherty 
gave a rather reluctant affirmative. Prosecutions 
continued, and the Secretary of Commerce inquired 
again. The Attorney General fell back on a pro- 
viso in Mr. Hoover’s original statement. This was 
to the effect that the information collected by an 
association was to be transmitted to the members 
through the Department of Commerce, a condition 
which in most cases is manifestly impossible. The 
position of the Department of Justice was that asso- 
ciations could gather all the figures they pleased, if 
they did not distribute them! °® 

With the changes in the personnel of the Supreme 
Court, there came a further change in the inter- 
pretation of the law. On June 1, 1925, indictments 
against the Maple Flooring Manufacturers’ Associa- 
tion and the Cement Manufacturers’ Protective As- 
sociation were dismissed. In the latter case, Jus- 


® Correspondence of December, 1923. 
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tice Stone, speaking for the majority, said that the 
Court could not regard “the gathering and reporting 
of information through the co-operation of the de- 
fendants with reference to production, prices in 
actual closed specific contracts and of transporta- 
tion costs, as an unlawful restraint of commerce, 
even though it be assumed that the result tends to 
bring about uniformity in price.” ? 

As to the number of trade associations of national 
or interstate scope, the latest estimate is..between 
800 and 1000.8. These figures are probably too low. 
The organization, in the case of a manufacturing 
industry, usually includes a substantial majority of 
the firms engaged. If we include state and district 
associations, estimates run all the way from 10,000 
to 30,000. I am inclined to credit the latter figure. 

It is evident that the trade association movement 
is one of the significant factors in recent American 
history. It has affected profoundly the business 
man’s thinking and action. As a social phenome- 
non, the nearest parallel is the rise of the medieval 
guilds. Like the guild, the American trade associa- 
tion represents the voluntary regulation of an in- 


7N. Y. Times, June 2, 1925. In the Maple Floor ease, Justice 
Stone said: “We decide only that trade associations or com- 
binations of persons or corporations which openly and fairly 
gather and disseminate information as to the cost of their 
product, the volume of production, the actual price which the 
product has brought in past transactions, stocks of merchandise 
on hand, approximate cost of transportation from the principal 
point of shipment to the points of consumption as did these 
defendants and who, as they did, meet and discuss such in- 
formation and statistics without, however, reaching or attempting 
to reach any agreement or any concerted action with respect 
to prices or production or restraining competition, do not thereby 
engage in unlawful restraint of commerce.” 

® Nat. Indus. Conference Board, op. cit., 326. 
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dustry from within, as contrasted with compulsory 
regulation from without. It differs from the guild 
in the fact that membership is open to all firms in 
good standing, and in the retention of competition 
between members. 

What does the trade association do? I can only 
suggest some of the commoner types of activity 
which have been evolved. Many of them will be 
illustrated in later chapters. As we have already 
noted, the efficient trade association is generally a 
fact-collecting agency. It gathers and distributes 
to the members information which no one firm, es- 
pecially a small concern, would be able to secure 
unaided. Each member, for example, will send in 
figures covering his volume of production, orders 
filled and unfilled, the demand from various sections 
of the country, stocks of goods on hand, and the 
prices paid for raw material. This information is 
consolidated by the association secretary, without 
giving the individual reports of members, and dis- 
tributed in the form of a trade bulletin. Without 
such facts, the manufacturer is producing in the 
dark. His business is guesswork, and often very 
dangerous guesswork. He is more or less at the 
mercy of the unprincipled dealer or purchasing 
agent, or of his own panicky salesmen. With the 
bulletin before him from week to week, he is able 
to plan his production intelligently. He will not 
overproduce when the market is already stocked, or 
make a kind of goods for which the demand is les- 
sening. The industry as a whole suffers less from 
extreme fluctuations, and is able to conform more 
closely to the business cycle. At the same time 
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competition is more keen just because it is more in- 
telligent. Sharing in a common fund of accurate 
information, competing companies start the race on 
more even terms. To some extent the statistics 
gathered are published in trade journals and govern- 
ment reports, or are supplied to any person in- 
terested. The extension of this broader service is 
greatly to be desired, in the interest of sound busi- 
ness competition. Markets are closely interrelated; 
every merchant both buys and sells. Unwholesome 
speculation in business is due to ignorance, either 
on the part of the speculator or of those with whom 
he deals. 

Many associations, both in manufacturing and in 
retail trade, are endeavoring to educate their mem- 
bers in scientific cost accounting. Accurate knowl- 
edge of the cost of doing business is essential. The 
spread of this practice throughout an industry re- 
duces the danger of unintelligent competition, with 
its reckless price cutting. As an example, we may 
take the joint Trade Extension Bureau in the 
plumbing industry. Since its organization in 1919, 
a definite educational work has been carried on in 
bookkeeping, accounting and financing. Seven 
thousand firms are now using all or part of the 
standard bookkeeping system adopted. This serv- 
ice has helped to transform the master plumber 
from a mechanic to a business man, and reduce 
the death-rate of small plumbing shops.” 

Where a common cost accounting system has been 
introduced, the members may send in figures for the 
various factors entering into the expense of produc- 


°T. E. B. Monthly Service Bulletin, June 1924. 
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tion or service. These figures are compiled in such 
a way as to conceal the identity of the firms report- 
ing. By comparing the average for the trade with 
his own cost figures, the business man is able to 
check waste and inefficiency in his plant. 

The members may report prices received, on 
closed contracts, for various types and grades of 
goods, which are averaged, and distributed in the 
same way. To avoid an illegal restraint of trade, 
this service must be carried out “openly and fairly”, 
and without “reaching or attempting to reach any 
agreement or any concerted action.” In itself, the 
information is as legitimate as the daily quotations 
of the stock and grain exchanges.”® In contract 
work, some associations send copies of bids to the 
secretary, who releases them, for the information of 
the bidders, after the contract has been awarded. 

With cost figures and production totals for the 
industry as a whole, the manufacturer has all he 
really needs to set prices so as to insure a fair profit. 
Prices tend to become stabilized, not because they 
are fixed by agreement, but because they are based 
on the same data, available to.all within the indus- 
try. The advantage to the consuming publie of a 
stable price can hardly be over-estimated. Compe- 


* Under the British and German systems, price control is 
tolerated by the law, and tends to overshadow all other as- 
sociation activities. American business groups are constantly 
tempted to engage in this practice, by underhand methods. On 
the other hand, many of the stronger associations have come to 
regard it as uneconomic and impractical, and are in sympathy 
with the broad restrictions of our present law. Any comparison 
between the American and foreign systems must take into ac- 
count the nature of the product. Legalized price control, to 
be effective, requires a certain stability in production costs and 
market conditions. 
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tition is still free to bring down the peaks and fill 
the valleys. But the real competition in normal 
times has come to be a competition in quality and 
service. In this the small factory may have an 
equal chance. The trade association, made up 
often of the smaller concerns in the industry, ren- 
ders it possible for these firms to continue in busi- 
ness, where without it they might be crushed. It 
thus encourages that enterprise and initiative which 
are such an important factor in our American life. 
And there is a noticeable movement among large 
corporations to support association work, because of 
its tendency to eliminate wild-cat competition and 
improve the public reputation of the goods to be 
marketed. 

Joint statistical work is only one possible line of 
association activity. The function of the trade as- 
sociation is to reduce the waste and risk involved 
in a competitive system of business. The work car- 
ried on in common will vary according to the needs 
of the particular industry. The association may 
conduct research work for the industry as a whole, 
maintaining laboratories which only the largest 
companies could afford. It may study new uses for 


the industry’s product, and carry on nation-wide 
advertising campaigns. It offers a united front on 
proposed changes in tariffs, railway rates, and taxes, 
presenting facts to show the effect of the changes 
on the industry. The association provides expert 
advice for the members on their business problems. 
It may maintain joint traffic and credit bureaus, co- 
operative insurance, or apprentice schools. 

The association in many cases has been able to 
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standardize production, introducing common terms 
and dimensions and cutting out superfluous types 
of goods. In 1921, 66 different kinds of paving 
brick were being made. A committee of the Na- 
tional Paving Brick Manufacturers’ Association de- 
cided that such extreme variety was unnecessary 
and wasteful. After repeated conferences they cut 
the number to four. In the same way, the heights 
- of the farm wagon wheels being manufactured were 
reduced from 41 to 3, and the standard sizes of writ- 
ing paper stock from 154 to 25. The saving to the 
industry and its clients has been very great. The 
change has meant economy of production, more 
rapid filling of orders, reduced charges for storage, 
insurance and interest. To refer again to the Trade 
Extension Bureau, the salesman of plumbing sup- 
plies, a few years ago, was a good deal of a pack- 
horse. One drummer complained that he was 
obliged to carry 104 catalogues of 48 different sizes. 
Only about 5 per cent of the usual catalogue had 
any advertising value. The manufacturers were 
persuaded to adopt loose leaves of standard size 
which could be assembled in a common binder. 

Another form of standardization has been found 
necessary, in the field of business ethics. To this 
we now turn our attention. 


CHAPTER II 
CoprEs oF Busingess ETHics 


flea socializing of American business has led to 
important ethical results. A generation ago, 
when each manufacturer or merchant went his own 
way, unscrupulous trade practices were largely 
taken for granted. Many of them had gone on for 
centuries. Business was apt to be a matter of over- 
reaching, if not of open war. When these same 
men came together in an organization for mutual 
service, the situation changed. What the individ- 
ual firm did to its competitors or to the public had 
become a common concern. 

Every group of persons in close association is 
likely to develop a fairly definite ethics, enforced 
by the public opinion of the membership. This is 
true whether we consider the boys’ gang, the social 
club, the labor union, or the trade association. For 
ethics, as I use the term, is what the group to which 
we belong has come to feel is the thing to do or not 
to do. It is custom as applied to human relations. 
In the case of the American trade association, this 
movement has taken three general forms, sometimes 
in succession: the unwritten code, the written code 
that is in the nature of a creed, and the code which 
attempts to lay down rules of correct practice. 

In many of our industries, the development of 
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business ethics is still inchoate. We may compare 
it to the code of honor among gentlemen. There 
are certain things which the men in that industry 
will do, because everybody does them. There are 
other things which, by a common understanding, 
they will not do. While ethics of this type is not 
easy to define, the unwritten code, the gentlemen's 
; agreement, has been a tremendous force in raising 
the tone of American business. The Federal Trade 
Commission Act of 1914 reflected this change in the 
ethical level. A quarter century’s experience with 
the Sherman Act had convinced the country of the 
necessity of forestalling monopoly and restraint of 
trade, by curbing the unfair methods of competition 
out of which they were likely to arise. Lawyers 
asked how “unfair competition” was to be defined. 
But business men knew what was meant. They 
had come to look with disgust on many of the mean 
and dishonest methods of trade war that had dis- 
graced commerce for centuries. The rulings of the 
Federal Trade Commission are an interesting com- 
mentary on what is now regarded as good business 
ethics.” 

The defect of the unwritten code of honor is its 
lack of definiteness. The force of public opinion is 
weakened by the fact that, beyond a certain point, 
there is no agreement as to what is ethical and un- 
ethical. Each man is more or less a law unto him- 
self. The high-minded and intelligent merchant is 


* Edwin B, Parker, in Codperative Competition, 1922, 9; Nat. 
Indust. Conf. Board, Trade Associations, 1925, 52 ff. 

* Fed. Trade Commiss. Decisions, 1925-1923, 6 vols, with Index- 
Digest to vols. 1-3. 
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handicapped by the competition of those who are 
dishonest, or more commonly, ignorant and short- 
sighted. He needs to have his standards formally 
expressed, not so much for his own guidance, as for 
the education of those with slower step. In the 
trade association, as in any social group, no man 
lives to himself alone. It may be true, as com- 
monly stated, that ethics binds only the ethical. It 
is also true that the lack of definite and generally 
accepted standards makes it hard for anybody to be 
ethical. 

The next stage is the attempt by an industry to 
define its standards in the form of a written code 
of ethics. Counting out what may be classed as 
“trade customs’, but including the professional 
codes, I have in my collection nearly 300 documents 
of this type.2 Most of them have been adopted 
within the last four years. The list represents an 
amazing variety of manufacturing, merchandizing 
and personal service. You can count today on 
standardized practice, from the doctor and the 
nurse who help to bring you into the world, and the 
teacher who guides your youthful steps, and the 
School Supply Association which calls the children 
of America the “seed corn of the nation.” All along 
the line until the Funeral Directors’ Association or 
the National Selected Morticians lay you in the 


®Edgar L. Heermance, Codes of Ethics. A Handbook, Free 
Press Printing Co,, Burlington, Vt., 1924; Annals of Am. Acad. of 
Political and Social Science, May 1922, “The Ethics of the Pro- 
fessions and of business;” Rotary International, Codes of 
Standards of Correct Practice, Chicago, 1925; J. George Frederick, 
Book of Business Standards, revised ed., Commercial Standards 
Council, 1925. 


20 THE ETHICS OF BUSINESS 


grave. The Florists’ Telegraph Delivery Associa- 
tion will supply floral emblems, at a profit not to 
exceed 20 per cent, and the Memorial Craftsmen of 
America a suitable monument. And it will be a 
good monument, for they pledge themselves to put 
a solid base under it, and not sell marble for granite 
or otherwise impose on the helplessness of the 
deceased. 

The codes adopted are of two general types: the 
ideal and the practical. With the rise in ethical 
standards, the first impulse of an industry seems 
to be to draw up a creed or confession of faith. 
Codes of this character are in most cases honest. 
They represent a genuine desire for self-expression 
on the part of the industry, or at least of its leaders. 
In an organization like a men’s service club, repre- 
senting many trades and professions, a written ideal 
of conduct may have great influence; the Rotary 
code has fired the imagination of business men both 
here and abroad. For a particular industry I ques- 
tion its value. 

A business creed is necessarily expressed in gen- 
eral terms. It borrows extensively from the com- 
monplaces of community ethics. Take an article 
like this: ‘““We believe that the —————— manufac- 
turer should always be animated by a true spirit of 
Justice, amity, responsibility and service in all his 
dealings with others and unswervingly act at all 
times in pursuance of the elementary conception of 
right, honorable and ethical business conduct as 
befitting his membership in a society built upon 
the sure foundation of a democracy, organized in 
harmony with the most enlightened civilization in 
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history, inspired by the teachings of our Divine 
Master, and finally directed equally to preserve the 
opportunity and rights of each for the benefit of all 
and to enhance the general happiness and welfare.” 
That is not hypocrisy, the kind of hypocrisy which 
makes you look to see if your pocket-book is safe. 
The article was adopted in good faith by a body of 
high-minded business men. The trouble is that the 
words do not mean anything; they are the kind of 
gilded generalities one is accustomed to hear ut- 
tered on the stump. There passed through my 
hands recently a draft code which said the mem- 
bers were “to conduct competition fair and honor- 
able;” “to constantly abstain from all practices 
which are recognized in our industry as unfair trade 
practices.” But those are just the things a code 
of ethics ought to define. That is what it is for. 
It is all very well to endorse the Golden Rule. 
The difficulty comes in translating the Golden Rule 
into the kind of situations the merchant is meeting 
every business day. The code of the credal type 
has the same weakness as the gentlemen’s agree- 
ment. The public does not know what it has a 
right to expect of the industry. A fringe of un- 
scrupulous men are able to hide behind the vague- 
ness of the standard. They are constantly engag- 
ing in questionable practices, for the sake of imme- 
diate gain, and bringing the industry into disrepute. 
Unethical practices are not only a menace to so- 
ciety. They jeopardize the standing of the group 
as a whole, and tend to depreciate the value of its 
service. This fact was recognized by the older 
professions, such as Medicine and Law. The code 
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of definite rules was developed largely as a matter 
of self-protection. 

Trade associations have begun to adopt codes of 
this type, which will serve as standards of correct 
conduct. Industries are attempting to standardize 
their practice, just as they are standardizing prod- 
ucts, adopting uniform trade terms, and drawing 
up common forms of contract. And the object is 
the same: economy of trading effort. In these rules 
we probably see the first stages of a new commercial 
law, like the Law Merchant in England, that in- 
corporated the rules by which medieval merchants 
had attempted to express their conception of fair 
dealing. For this self-regulation of industry, the 
American trade association has supplied an efficient 
medium. ; 

The case of the modern business group was much 
more serious than that of the profession. Asso- 
ciated action was new and more or less experimen- 
tal. Time was required for the growth of social 
solidarity and a code of honor. The sense of pub- 
lic service, which would in time develop, was largely 
absent at the beginning. If former enemies were to 
work together, it was doubly necessary to agree on 
certain rules, according to which the game of com- 
petition should be played. The code, in other 
words, is a sporting proposition. Without it, as 
Mr. Frederick has said, an industry is a good deal 
like pugilism before the days of the Marquis of 
Queensberry rules, when nothing was barred. Foot- 
ball would not be the sport it is, if each side made 
its own rules. After ten minutes of wrangling, the 
game would degenerate into a slugging match, from 
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which both players and spectators would withdraw 
in disgust. Business today faces much the same 
situation. The definite written standard promotes 
the spirit of honesty, of fair play. It eliminates 
-misunderstandings, reduces business hazards and 
lowers costs. All the firms in the industry are 
competing on the same basis. The business man 
begins to develop something of the self-respect and 
pride of craft which the code has long given to the 
doctor and the lawyer. 

The written standard merely precipitates the ethi- 
cal sentiment already existing. No one can make 
an industry ethical just by drawing up a code, how- 
ever well phrased. Until there is a fairly definite 
standard of business practice, already followed by 
the leading firms in the industry, a code of ethics 
is no more than a scrap of paper. I have in mind 
the case of one association of manufacturers. The 
industry is highly, we might say fiercely, competi- 
tive. When they finally came together in a trade 
association, they thought it was the thing to do to 
adopt a code of ethics. But it does not amount to 
anything, even on paper, because it has not back 
of it any experience in trade co-operation. It does 
not express the ethics of the industry; there has not 
been time to develop any. The association has not 
even reached the point of holding regular conven- 
tions. 

By contrast, let us take the National Association 
of Ice Cream Manufacturers. Here we had another 
fiercely competitive industry, with an inheritance 
of dangerous or doubtful practices. At the very be- 
ginning of their organization, the need developed 
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for some standard of ethics. If former foes were 
to live together in peace, they must agree on what 
practices were fair and unfair. The association 
wrestled with this question for three successive con- 
ventions. The process was clarifying, educational. 
It was in the discussions at these meetings, some- 
times very hot discussions, that the ethics of the 
ice cream industry were hammered out. The code 
of unfair trade practices which was finally adopted 
meant something. It was not a merely ideal code; 
it grew out of the practical experience of competi- 
tors in the ice cream business. It was not imposed 
from above by a board of directors. These were the 
rules of the game by which the rank and file had 
agreed to be bound. 

Each industry has its own ethical problems, just 
as it has its own economic problems. The most ef- 
fective code is the one which hits the forms of un- 
fair practice that are a menace to that particular in- 
dustry, and hits them hard, which holds before the 
membership the things for which the industry needs 
to stand, if it is to be permanently efficient. Every- 
thing else is likely to be mere window-dressing. It 
is true that certain problems of ethics are common 
to all lines of industry. But if a code attempts to 
cover in detail every possible type of business rela- 
tionship, the document will probably begin to 
gather dust as soon as it is adopted. I could cite a 
good many cases where practical utility has been 
_ subordinated to completeness and logical arrange- 
ment. 

The code of ethics is an instrument, a tool. The 
manufacturer needs one sort of tool. The code of 
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a manufacturers’ association aims to cut out evils 
like adulteration, misbranding and commercial 
bribery. The retailer faces a different set of prob- 
lems. He must win and retain the confidence of 
the buying public. The code of such an association 
puts the emphasis on truth in advertising. And it 
may well have something to say about the sacred- 
ness of contracts, and the sin of cancelling orders 
and taking unearned discounts, as in the National 
Retail Hardware Association. Some retail codes, 
like that of the Clothiers and Furnishers, or the 
shorter Jewelers’ code, are addressed not so much 
to their own members as to the public, to enlist 
their aid in enforcing the standard. Many indus- 
tries have developed a fairly definite ethics, but the 
consumer does not know it. 


What “sanctions” attach to the codes of business 


practice? In considering enforcement, we really 
enter on another sphere. We pass from Ethics to 
Law. This order is important, because effective 
law is the outgrowth of ethics; there is always a 
certain lag between public sentiment and its em- 
bodiment in legislation. A good many people, in 
and out of business, confuse the code of ethics with 
the legal code. The term is perhaps unfortunate 
for that reason. A code of ethics means a standard 
of practice,and-as such belongs in the sphere of 
social custom.rather-than of law... It is well to keep 
this distinction in mind. There is no legal rule 
which says that men shall not eat with their knives, 
or wear straw-hats after the middle of September. 
But it is not considered the thing to do. In much 


_the same way, a group of business men may come © 
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to feel that they ought not to steal one another’s 
help. That is an ethical custom, a standard or 
| measure of conduct, and they may decide to put it 
"in writing for their mutual guidance. If they reach 
the point where they discipline members found 
_ guilty of help-stealing, this standard has become a 
legal rule within the trade. 

~ Means of enforcement and results achieved vary 
with the nature of the industry. The small com- 
pact association, which is rendering essential service 
to its members, is in a position to enforce discipline. 
Membership means so much that a firm would hesi- 
tate to cut itself off from such privileges. And in 
this case discipline is seldom necessary; the nature 
of the group makes public sentiment a sufficient re- 
straining force. Complaints between members— 
there are generally two sides to the quarrel—may 
be handled by arbitration or diplomacy. On the 
other hand, some of the retail associations include 
thousands of members. They are held together by 
trade loyalty, rather than by the direct benefits re- 
ceived. Such a body must rely for enforcement on 
education and inspiration. The subject of ethics is 
kept before the rank and file through the trade 
journal and the national and district conventions. 
To expel a member, except for flagrant offenses, is 
to lose the chance of educating him. Many of the 
associations, however, have reached the point where 
subscription to the code is made a condition of 
membership. A committee on ethics, or the board 
of directors, acts as referee, to see that the game is 
played according to the rules, and fouls properly 
penalized. 
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The purpose of the code may be illustrated by 
some quotations. The preamble of the Interna- 
tional Association of Milk Dealers is as follows: 
“Believing that the ideals of an industry become 
more effective when crystallized into written form, 
and that the conscience of an industry can best. be 
expressed and guided thru the efforts of its National 
Organization and that the Ethics of an industry 
should begin where the law stops,—we subscribe to 
the following definite and concise rules of conduct 
of our business that confidence between our mem- 
bers and confidence by our customers in us may at 
all times be fully maintained.”* The National 
Hay Association: “The ultimate object of this code 
is to standardize conduct so that we can compete 
with one another on an equality of opportunity.” ° 
The Committee on Ethics of the United States 
Fisheries Association suggests “that a code of ethics 
might be very valuable as a public document to let 
the American public, by whom we are supported, 
know what the fishing industry stands for and by 
what standards we should’ be judged. It will 
greatly enable the fish business to re-establish the 
confidence of the public, which to some extent it 
has lost. There would be less said about profiteer- 
ing if the public knew the standards by which we 
are endeavoring to regulate our business.” ® ” 

The National Knitted Outerwear Association ex- 
presses its belief that “a declaration of principles 
even though in general terms and with many omis- 

4Heermance, Codes of Ethics, 135. 
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sions, will tend to support and strengthen worthy 
aspirations, clarify doubtful situations, and dis- 
courage wrong practices, and, especially, will help 
to create a spirit of good will and ethical dealing in 
the industry.”? I have the testimony of many 
association officers that these results have been 
achieved, to a greater or less degree. As Clyde L. 
King puts it, in his foreword to the symposium in 
the Annals: “Codes of ethics are the means by 
which groups keep their members socially victorious 
over self-aggrandizement.” 

I turn from the code as a practical instrument to 
its value as evidence. This large and constantly 
augmenting stream of written rules suggests the ex- 
tent of the ethical movement in American trade. I 
can find no historic parallel, outside of the great re- 
ligious revivals, with which it has much in com- 
mon. Standards of ethics have probably changed 
more extensively than in any corresponding period 
in history. 

The published documents offer a new and un- 
worked mine of material for ethical study. A sci- 
ence of Ethics, which is greatly to be desired, must 
start with the group rather than the individual. 
No one can exist in a “moral vacuum.” Certain 
mores have grown up to govern the relations of in- 
dividuals in the community. What we call per- 
sonal ethics is only a form of social ethics. The 
most promising approach to the whole subject is 
through a sphere, like the American trade associa- 
tion, where group standards are in process of being 
formed out of experience. Codes of business ethics 

"Codes of Ethics, 270. 
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may be treated as material for laboratory study. If 
used with discretion, they are evidence of contem- 
porary business standards. 

In considering the codes as social documents, we 
are confronted with a somewhat common sceptical 
attitude. Are these rules actually followed? Do 
they not merely induce a smug self-satisfaction on 
the part of business men? No doubt some of them 
do. The same is true of all moral standards. One 
reviewer of my handbook of Codes says that “the 
book needs to be supplemented by a study of the 
degree to which each profession lives up to its 
ideals.” I wonder if he would require the same 
treatment of the Ten Commandments, or the Ser- 
mon on the Mount. The modern game of business 
is young. Group ethics are still in the making. 
The written rules are often crude, and practice lags 
behind the standard set. None of us follow all the 
social norms which our training and contacts have 
led us to endorse. The older professions have long 
employed the code of ethics as a means of bringing 
social pressure to bear on their members. The 
critic probably would not scorn their written stand- 
ards merely because he has met some shyster doc- 
tors and lawyers. Many of our industries today are 
playing the game on as high an ethical level. 

The code does not create ethics, it expresses it. 
This expression is what chiefly interests me, as a 
student of human society. I want to get back of 
the individual to the group, from practice to mores. 
The association, in drawing up a code, does not say: 
Now we will be good, in this or the other particular. 
That of course would make it legitimate to ask 
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whether they really were good or not. The process 
has been quite opposite. Certain conceptions of 
what is good business ethics, long evolving in the 
social consciousness of the group, have emerged and 
been given written form. The only question here is 
whether we have a genuine emergence of group 
standards, whether the code has actually grown out 
of the experience of the membership. 

I have used every opportunity to check the evo- 
lution of standards in particular industries. My 
use of the material has been governed to a large ex- 
tent by: these findings. Detailed treatment of a 
few representative trade associations might be of 
more value. Such studies ought in time to be 
made; they would be a most valuable contribution to 
Social Science. There is also a certain advantage 
in treating the field of business ethics as a whole. 
In general I have followed the latter method, with 
such discursions into the history of specific trades 
as this broader treatment permitted. 

As the present book deals with the ethics of busi- 
ness, only limited use will be made of the profes- 
sional codes. With the professionalizing of busi- 
ness, however, it is increasingly hard to make this 
distinction. In our business codes, ethics and trade 
customs are thrown together more or less indiscrimi- 
nately. A trade association needs both, but they 
should be put into separate documents, as is done 
by the Electragists. While trade customs and 
forms of contract have great ethical importance, I 
shall make little use of them in this volume. For 
the study of ethics, they would require detailed in- 
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terpretation. I prefer to use documents which will 
largely interpret themselves. 

Our treatment will be as objective as possible. 
In a scientific study, facts are primary: everything 
else is mere opinion. We shall deal with existing 
standards of business practice, and the experience 
out of which these standards have grown. Some 
criticism and generalization is attempted in the 
closing chapters. For the present let us confine 
ourselves to one comprehensive question. What 
types of practice have organized groups of business 
men been led to consider ethical and unethical? 
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Part Two: Present Day Standards 





CHAPTER III 
Fatr CoMPETITION 


HE development of business standards is part 

of the movement to lessen the evils of free com- 
petition, while conserving its advantages. A com- 
petitive system in itself is no guarantee that the 
most efficient concerns will survive. They are 
likely to be destroyed, “not by superior efficiency, 
but by methods against which their own efficiency 
afforded them little or no protection. Again and 
again methods and practices have been employed 
which destroy the freedom of the market, which re- 
strict and hamper the efficiency of other units, and 
which prevent potential competitors from becom- 
ing actual rivals.” ? 

Thou shalt not steal thy competitor’s customers, 
is the first commandment of business ethics. Just 
what constitutes theft in this case, where the line 
should be drawn between undue pressure and the 
legitimate extension of trade, is the problem with 
which trade associations have been wrestling. 
Some of the grosser forms of unfair competition 
have been covered by decisions of the courts and 
the Federal Trade Commission. But their elimina- 
tion is due largely to the growth of higher ethical 

1W.H.S. Stevens, Unfair Competition, Univ. of Chicago Press 
1917, 7. His book is a mine of evidence for earlier corporation 
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standards. To know what things were common 
practice in the old days, we have only to turn to 
the list of mean tricks which the members of the 
trade association have now agreed to cut out. Let 
me quote part of the code of the National Associa- 
tion of Ice Cream Manufacturers. This industry 
was no worse than others; a good many codes could 
be cited to the same effect. Among unfair prac- 
tices of competitor against competitor are the 
following: 


Inducing a customer or competitor’s employee to in- 
troduce foreign substances into a competitor’s goods or 
to otherwise injure its salability or condition. 

Bribing competitor’s employees for any purpose or 
spying on competitor’s plants. Trailing, competitor’s 
delivery and sales agents. Bribing railroad employees 
for information about competitor’s shipments, or the use 
of any means for the procuring of a competitor’s business 
or trade secrets. 

Inducing competitor’s employees to leave in such num- 
bers as to disrupt his organization or embarrass his 
business. 

To sue a competitor for purpose of intimidation. To 
force a competitor out of business unless he agrees to 
keep out of certain territories. To withdraw advertising 
unless competitor’s advertising is excluded, or unless cer- 
tain discriminatory favors are granted. To withdraw 
patronage from a firm supplying materials if same ma- 
terials are sold to competitors. 

Depriving a competitor of transportation facilities 
through bribery of railroad employees or otherwise, or 
the use of any means whereby the movement of a com- 
petitor’s product is hampered. 

Bidding up prices of raw material to a point where 
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business becomes unprofitable, for the purpose of driving 
weaker competitors out of business. 

Giving away goods or supplies or samples other than 
is customary in such quantities as to hamper and em- 
barrass competitors, or in such volume as to have the 
effect of giving a rebate. 

Furnishing or offering exceptional and unusual store or 
advertising equipment to a competitor’s customers as 
inducement to a customer to change.” 


What is to be considered legitimate in the way of 
business solicitation? No merchant may claim a 
monopoly in his regular customers. If a competitor 
is in a position to offer better or cheaper goods, or 
improved service, he is at liberty to do so. In this 
the business code would differ from that of the 
professional man. But closed transactions are in a 
different category. As the Steel Barrel Manufac- 
turers put it: “It should be considered extremely 
unethical for any member to endeavor to disturb or 
upset an order which has already been placed with 
another member or with a manufacturer who is not 
a member.”*® One association says that the order, 
to be privileged, must be in writing.* 

Bidding for new business may easily cross the 
line and become buccaneering. This applies to 
both purchase and sale. The International Asso- 
ciation of Milk Dealers lists among unfair trade 
practices: “Duplicating investment in the produc- 
ing section where market conditions do not warrant 
the same and where it is for the purpose of impair- 
ing or destroying the value of competitor’s invest- 

* Codes of Ethics, 245-6, 


*7d., 52: 13. 
Am. Face Brick Assn., id., 60:5. 
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ment through division of patronage in said sec- 
tion.” ® With the Building Owners and Managers, 
no member is to personally solicit any tenant of 
another member’s building. The Engravers go 
further and lay down the principle that “intensive 
competition for business established by your com- 
petitor should be discouraged as it has a tendency 
to tear down what another has built up, but com- 
petition in developing new business is to be com- 
mended and should be encouraged.” * 

Another form of stealing may be very serious, es- 
pecially in a time of labor shortage, that is the steal- 
ing of help. Here is a section from the Photo-En- 
gravers’ code: “Hiring employees away from a com- 
petitor, or inducing them by other means to leave 
his service, must be recognized as a sure way to 
invite reprisal and a general demoralization of the 
local labor conditions. It is unquestionably the 
right of the workman to use all reasonable efforts to 
better his condition, but employers can do one an- 
other or the employee no greater wrong than to 
virtually become ‘bidders’ for his services.” ® The 
Refrigerating Machinery manufacturers put it in 
this way: “The services of an employee engaged 
with a competitor should not be solicited by any of 
us without first notifying said competitor and se- 
curing consent to such solicitation.” ® Many indus- 
tries have been able to practically eliminate this 


© Revised code, Oct. 1, 1924. 

.° Codes of Ethics, 456: 3. 

*Td., 178: 13. The subject of piracy and substitution will be 
taken up more fully in Chapter 7. 

®Td., 429: 19. 

®Td., 459: 7. 
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abuse. Help stealing has sometimes been used as 
a means of obtaining knowledge of a competitor’s 
customers or methods. 

In construction work, when contractors operate 
outside of their own locality, labor conditions are 
often disturbed through over-bidding for workmen’s 
services. The Associated General Contractors of 
America have adopted, and enforce, the following 
rule: “The non-chapter member should ascertain 
from the local chapter the prevailing scale of wages 
for the various crafts and should not offer employ- 
ment at rates in excess of those established. Should 
a non-chapter member have difficulty in securing a 
sufficient number of workmen, he should so notify 
the local secretary, who will take immediate steps 
to assist him. It is the duty of the local chapter 
to investigate immediately the difficulties cited and 
to provide in good faith every assistance that it 
renders to its own members under similar circum- 
stances. It is the duty of the non-chapter member 
to abide by the suggestions of the local chapter, and 
co-operate with it without disrupting the prevailing 
scale of wages.” *° 

A third commandment is that. Thou shalt not run 
down a competitor or his goods. Almost every code 
contains a section like this; I take it from the Gas 
. Products Association, which prints the section in 
italics: “We shall refrain from and discourage the 
practice of disparaging a competitor’s equipment, 
output, personnel, or his business, financial or per- 
sonal standing, and shall endeavor to prove to our 
competitors that we are as sincere and honest in all 


*® Code of Jan., 1925, arts. 4-5. 
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matters as we could wish them to be.” ** The Re- 
tail Jewelers’ code adds: “Boosting a competitor or 
his wares will elevate you in your customer’s opin- 
ion. If you can’t say good, say nothing.” ” The 
Metal Lath Manufacturers express it in this way: 
“No salesman shall engage in destructive criticism 
of a competitor’s lath. All sales arguments should 
be constructive, as any other will in the long run 
discredit the industry.” 12 This has long been the 
rule among professional men. When a storekeeper 
or contractor runs down a rival firm and criticizes 
his goods or service, it is a sign that he is doing 
business on what would be considered today a low 
ethical plane. 

In this connection, we may cite a question of 
ethics which arose in the baking powder industry. 
No body of experts has ever been able to agree on 
the relative wholesomeness or unwholesomeness of 
the various acid vehicles used in the manufacture 
of baking powders. One company advertised that 
its product contained no alum. A rival firm, which 
was using alum, complained to the Federal Trade 
Commission, on the ground that the public would 
be led to believe alum was injurious. According to 
modern business ethics, the advertisement was un- 
doubtedly designed to injure competitors, and 
would be regarded as unfair competition. 

The rule regarding criticism of a competitor’s 
goods often creates a real problem for the high- 
minded salesman, introducing an improved line. 
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The situation has been well covered in the code of 
the Electric Power Club: 


The truth and nothing but the truth should be told 
concerning one’s own apparatus and a discussion of a 
competitor’s product should be avoided wherever pos- 
sible. If it becomes necessary to make any statement 
concerning a competitor’s apparatus, one should not in- 
dulge in unfounded criticism or insincere compliment. 
It should be known that any comments made are 
founded upon facts. 

Comparisons favorable to one’s own product are justi- 
fiable if they are confined to strictly truthful statements. 
But neither generally nor specifically disparaging state- 
ments concerning a manufacturer or his product should 
be made beyond those involved in a clear-cut comparison 
of similar facts. It is proper to make comparison of 
one’s product with that of a competitor when such com- 
parison is based on information secured through bulletins 
available to the public, articles appearing in the public 
press, information derived from the reports of competent, 
independent testing organizations, or upon data which can 
be readily verified by the prospective purchaser, such, 
for example, as weights and dimensions. 15 


Selling below cost is now recognized as a business 
sin. The crudest form of this—I quote from one 
of the cement manufacturers’ codes—is “the sell- 
ing of material at or below cost for the purpose of 
annoying, harassing, or eliminating a competitor.” *® 
But the progressive business man of today goes very 
much farther. It is coming to be regarded as a sin 
not to know your cost of production and base your 
prices accordingly. The printing trades were the 
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pioneers in that field, but new industries are con- 
stantly falling into line. This is from the code of 
the Stationery Association, which includes both 
manufacturers and dealers: “We shall constantly 
study our individual costs, and we hold it to be fun- 
damental that every American citizen owes it to the 
community to conduct his business so as to yield a 
fair margin of profit. Selling below what it costs 
to make the sale destroys the good name of the 
product, the good will of the seller’s business and 
the respect of the buyer.” 1” 

An interesting problem in ethics arises when a 
mill must either sell for a time below cost, or shut 
down and cause serious hardship to its workers. 

One form of price-cutting is still common, par- 
ticularly in retail stores and mail-order houses, what 
is known as “leader selling.” A store on a particu- 
lar day will offer one pound of coffee for 45 cents 
and two pounds for 46 cents. To sell that second 
pound for a penny means one of two things. Either 
they are profiteering in their regular price for coffee, 
or they are willing to lose a little on coffee in order 
to bait you to come to their store and buy other 
things. The price has no relation to what it cost 
to put the article on the counter. Leader selling 
is hit hard in a number of business codes. The Ice 
Cream Supply Men will expel from their association 
any member who engages in the practice.’® 

Closely allied to this is the practice of offering 
premiums, trading stamps, lottery tickets, and other 
forms of unearned discount. The codes tend to 
class everything of the sort as bad business ethics. 
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It is not legitimate advertising. The customer is 
led to believe that he is getting something for 
nothing. The modern standard is a uniform 
charge for all clients, based on the cost of the service 
rendered. As the Motorcycle manufacturers put it: 
“Price discrimination between customers, except the 
practice of fixed discounts for large quantities, is 
unfair.” 7° 

Whether the manufacturer may bind dealers to 
a fixed retail price, is still a moot question, both in 
ethics and law. Is it ethical for a storekeeper to 
cut the sale price fixed by a manufacturer, on pat- 
ented or branded articles that have been nationally 
advertised? Some retail associations, such as the 
Booksellers and Grocers, say that it is not.24_ The 
chain and department stores and mail-order houses 
are still to be heard from. The Federal Trade 
Commission has held that a binding resale price 
puts a premium on the less efficient selling agencies, 
and to that extent is a detriment to the public.” 
The fact is, as Murchison points out, there are two 
kinds of price cutting. The slashing of prices, ir- 
respective of cost, in order to draw trade, is demoral- 
izing all round, and is universally condemned in 
trade codes, as we have already noted. On the 
other hand, the cutting of prices, where a merchant 


The need of co-operative action is suggested in the Baker’s 
code, where the member pledges himself not to initiate the 
giving of premiums and secret discounts, and “to abstain from 
such practices except as compelled by competitive conditions.” 
Id., 45:8. 
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because of his superior efficiency is still able to make 
a profit on the article, is not unfair to the manufac- 
\turer or to the other merchants.” 

The greatest curse of modern business has been 
‘commercial bribery. Some industries are honey- 
combed with it. Purchasing agents will tell of the 
constant temptation to which they are subjected. 
Sometimes it is the frank offer of a commission on 
all purchases made by the store or factory from a 
particular firm. Often the temptation is more 
subtle. A check arrives in the mail, with no 
questions asked or promises exacted. I have known 
of a set of cut glass or sterling silver being sent to the 
purchasing agent’s wife. Foremen in a shop may 
demand a rake-off; if they do not receive it they 
“fix” the product of that firm so that it is never 
ordered again. In the distribution of toilet articles, 
demonstrators are constantly slipping “push 
money” to the clerks. It is a demoralizing and ex- 
pensive way to carry on business. The only way 
to stop it is to stop it together. Otherwise it is in- 
evitable that the firm which refuses to pay bribes 
will lose much of its business to those less scrupulous. 

The trade associations are taking their stand 
against this evil in no uncertain way. Almost every 
code of business ethics has a ringing clause con- 
demning it. They say very little about the receiver 
of the bribe, but go straight to the source of the 
evil, the firm which is low enough to offer a bribe. 
The members of the association pledge themselves 
not to offer commissions or allow their salesmen to 
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offer them. The standard of the Printers’ organi- 
zation, the United Typothetae, the oldest of our 
trade codes, made this wise statement over thirty 
years ago: “On no account consent to pay commis- 
sions to bookkeepers, secretaries, or others who have 
work to give out. It is demoralizing to both the 
giver and the taker. Money is passed without a 
proper equivalent. The agent is selling something 
he has no right to sell, and unless the printer has a 
better conscience than is ordinarily met with, the 
commission is added to the bill, and the customer 
pays more than he should.” *4 

The best example is found in the paint and var- 
nish industry. The recent joint code says: “To 
avoid and actively strive to prevent all forms of 
commercial bribery or corruption by members of 
this Association and by the industry in general.” ** 
Behind this rather mild statement there is an inter- 
esting bit of history. The real code of the Paint 
and Varnish industry is to be found in the non-ex- 
change and anti-rebate agreements. In 1899, when 
the Paint Manufacturers’ Association was organized, 
it was a common practice for salesmen to introduce 
their own line by offering to take in exchange the 
stock of another manufacturer which was on the 
storekeeper’s shelves. The effect on the industry 
may easily be imagined. No manufacturer could 
be sure of his customers from one day to another. 
The members of the new organization signed a 
Non-Exchange Agreement, and in 1910 the rule was 
extended to cover the goods of non-members. The 
varnish group joined forces in 1917. Salesmen are 
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also required to sign the agreement, and this form 
of unfair competition has gradually been eliminated. 
Commercial bribery was harder to deal with. 
Manufacturers found it almost impossible to sell a 
brand of paint or varnish to large users without 
bribing some one in the shop. Sentiment against 
the ‘practice was gaining strength, and the new 
Federal Trade Commission appeared to offer a 
valuable ally. In 1917, the paint and varnish 
manufacturers adopted the Anti-Rebate Agreement, 
as a further condition of membership: “We, the 
undersigned, hereby agree for ourselves individually, 
our respective companies, salesmen and employees, 
not to permit the payment of any gratuities, com- 
missions, rebates or loans to employees or principals 
of concerns to which we sell; and we further agree 
not to allow our salesmen expense money for any 
other purpose than for legitimate expenses, nor to 
permit any funds to be dispensed in any illegal way 
to influence business.” 2° The industry maintains 
at Washington its own police department, known as 
the Unfair Competition Bureau, to work in co- 
operation with governmental and other agencies. 
Members have been expelled for violation of the 
Anti-Rebate Agreement. 

Commercial bribery has many ramifications. So- 
cial customs are persistent, and the line between the 
legitimate and the illegitimate is not always easy 
to draw. Cigars, liquor, meals or other entertain- 
ment, loans which were not expected to be repaid, 
have all been used as inducements. The Ice Cream 


** Year Books, Paint Mfrs. Assn. of the U. S. (originally Paint 
Grinders’ Assn.), Nat. Varnish Mfrs. Assn., 1925. The parent as- 
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Supply Men not only forbid the bribery of em- 
ployees, but the bribery of customers by money or 
excessive entertaining.2” The Band Instrument 
Manufacturers have found it necessary to take up 
the matter of secret subsidies paid to prominent 
musicians, as an inducement to recommend the in- 
struments of a particular firm. They agree not to 
give or loan instruments for this purpose, or grant 
special terms.”® There is a somewhat frequent 
statement that advertising is unethical if, from the 
standpoint of legitimate trade extension, it is not 
calculated to bring a return. This refers to solicita- 
tions for space in house organs, programs, etc., 
where the advertisement is really a donation or 
rebate.” 

But the ethical code of the trade association has 
done more than define and forbid unfair competi- 
tion. It has attempted to define and enjoin co- 
operation between members of the same trade. 
The Office Furniture Manufacturers begin their 
code with these two articles: “We the members of 
this Association believe that our mutual interest 
can be best conserved through co-operation with 
one another, and that through it is the life of trade 
rather than through competitive strife. Our aim 
shall be and our efforts directed towards such mutual 
exchanges of general matters of like interests that 
each through the experience of others may profit 
thereby and avoid the loss entailed by others.”*° 
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Or take the National Association of Merchant Tai- 
lors: “The genius of association being perfect co- 
operation; helpful information, constructive ideas 
and means of improving our industry should be 
freely interchanged between Members.”** In the 
code of the Memorial Craftsmen of America, the 
present name of the retail monument dealers: 
“To co-operate with my competitors and to assist 
them with their work when called upon; such assis- 
tance being charged.for upon the usual basis of 
pront.; *7 

It is interesting to note that the Purchasing 
Agents, who formerly were the shock troops em- 
ployed by warring firms, are emerging as a profes- 
sion, with a national organization. The old time 
business man would rub his eyes on reading their 
recommended standard: “To avoid sharp practice. 
To counsel and assist fellow purchasing agents in 
the performance of their duties, whenever occasion 
permits.’ 

The opportunity to inspect a competitor’s plant 
is one of the courtesies that has come out of the 
trade association movement. In a number of cases 
it is provided for as a mutual right. An illuminat- 
ing remark was made by E. J. Cornish at the Con- 
ference of Trade Association Representatives in 
1922. He said, when the War compelled bitter 
rivals to mobilize in associations, “they found that 
the disclosures of their innermost secrets did not 
prove to be damaging, or rather they found that 
secrets of real value were already known to their 

Td., 488:5. 
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competitors.’’** The frank sharing of business in- 
formation took the place of the former expensive 
spy system. Some industries still find it necessary 
to condemn the practice of obtaining a competitor’s 
prices through bogus requests by a third party, 
One of the most striking developments is the 
change of attitude toward new firms entering the 
industry as competitors. The Photo-Engravers say: 
“When a new photo-engraving establishment enters 
the competitive field, it should be the duty and 
pleasure of those already in the field to establish, as 
early as possible, the most cordial and friendly re- 
lation with the management. Show clearly a desire 
to be of friendly service in avoiding possible pitfalls, 
and in other ways evidence a sincere friendship.”*® 
The Electrotypers are even more frank: “To wel- 
come any new competitor entering our business, 
remembering that if our information or advice helps 
him to conduct his business on a better or more 
profitable basis, we are also, either directly or in- 
directly, the beneficiary; conversely, if he suffers, we 
may and probably will.’** Sometimes there is a 
note of reminiscence, as when the Printers speak of 
“information and assistance which will enable him 
to overcome the difficulties we had so much trouble 
in surmounting.”*? The Metal Lath association car- 
ries the principle still further: “It should be a duty 
and pleasure for more experienced salesmen to im- 
part to less experienced competitors information con- 
cerning the metal lath business. In this way the ele- 
ment of ignorance which does so much to demoralize 
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the metal lath business may be partially eliminated 
and one of the most dangerous features of com- 
petition destroyed. Salesmen should remember that 
knowledge kindly imparted makes a business friend 
of one who would probably otherwise become a 
business foe.’’?® 

I probably have given enough examples to show 
the trend in modern business ethics. In the rela- 
tions between competitors, we see the emergence 
of a great ethical principle. It is generally called 
Co-operation. I am more inclined to speak of it 
as the Principle of Common Interest. When men 
in the same of line of trade recognize that they 
have a common interest, and act accordingly, with 
due regard for the rights of the public, their re- 
lations become to that extent more normal, harmoni- 
ous, productive. The time may come when any 
firm which fails to affiliate with the trade associa- 
tion in that industry, to meet its standards and 
share its collective responsibility for the conditions 
that prevail, will be regarded as a business outlaw. 
Following the principle of common interest is prov- 
ing a better way of doing business than the old 
method of pursuing merely individual advantage. 
Why? I can give no answer except that the world 
in which we live is built that way. 


“Id., 369; 11, 


CHAPTER IV 
Goop-WILuL 


HIS chapter might have been entitled The 
Evolution of the Retail Merchant. It is to 
him we owe another important principle of busi- 
ness ethics: the reflex value of good-will. The story 
centers about the personalities of two great busi- 
ness men.* 
In the year 1825, a little red-haired Scotch-Irish- 
- man opened a store in New York. His name was 
Alexander T. Stewart. Left an orphan at an early 
age, brought up by a Presbyterian grandfather and 
later by a Quaker guardian, studying a while for 
the ministry, he had come as an immigrant to the 
‘city, where he found employment as a teacher. 
Returning to Ireland to receive a legacy of a thou- 
sand pounds, he was persuaded by a friend to invest 
the money in trade. He bought a stock of Belfast 
laces and linens, added some miscellaneous dry 
goods which he procured in New York, and opened 
his shop, which was 12 feet wide by 25 deep. Stew- 
art acted as his own salesman, bookkeeper and por- 
ter. He knew so little about business that when 
“hose” were called for he did not know that 
“stockings” were meant, and would ask fashionable 


+“A Merchant Prince,” Chamber’s Journal, 58, I, 385, 1876; 
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224 ff. Orison S. Marden, Little Visits with Great Americans, I, 
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customers the names of articles they were wearing, 
in order to add them to his stock. A year later, 
Stewart moved into larger quarters. He married, 
and lived over his shop; he and his wife would work 
half the night sorting and arranging the job lots of 
dry goods he had bought at auction. The business 
prospered to such an extent that in 1848 he built a 
store on Broadway, which later became his whole- 
sale house, and in 1862 a still larger store further 
uptown. “Stewart’s” had become a household word 
in New York. His establishment was one of the 
chief points of interest to tourists visiting the city. 
And when he died, in 1876, he had long been one of 
the richest merchant princes of his time. He was 
so rich that his body was stolen from the graveyard 
and held for $200,000 ransom. 

There were many reasons for A. T. Stewart’s 
phenomenal success, but among them was his 
method of doing business. Before coming to that, 
it will be well to describe the way storekeeping was 
generally carried on in those days. In 1825, retail 
business was still, what it had been since the first 
trader appeared in history, a contest between seller 
and buyer. If the customer could beat the sales- 
man down so that the price paid was considerably 
less than the price asked, the customer won. If the 
salesman could make the customer pay more than 
the goods were worth, the store won. Buying, in 
other words, was a species of haggling. Stores were 
dark and prices were not plainly marked. If a 
poorer quality of goods could be substituted, it 
was considered legitimate to do so. Clerks would 
boast of the way they had cheated a green customer, 
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and probably stand all the higher with the pro- 
prietor for so doing. Often there was a barker sta- 
tioned on the sidewalk, who was paid in proportion 
to the size of the lies he could tell. To escape from 
a store without buying was a difficult matter, and 
might subject one to considerable rudeness. 

A. T. Stewart’s revolutionary method was his ap- 
plication to storekeeping of the thoroughgoing 
honesty which he derived from his Presbyterian and 
Quaker training. Each article was sold for a fixed 
price, from which there was no deviation. No credit 
was allowed; all sales were for cash, or payment on 
delivery. And the truth was told about every 
article. Woe to the clerk who was found over-prais- 
ing goods, or palming them off for something they 
were not. It took shoppers a while to accustom 
themselves to the new method. Unable to beat 
down prices, they would leave the store in indig- 
nation, only to return later when they found Stew- 
art sold reliable goods for less money. Timid women, 
unused to haggling, could shop there safely to 
their heart’s content. The store’s reputation for 
trustworthiness gradually spread over New York, 
and to distant parts of the country as well. Farmers 
“soon came to know that when they made their 
periodic visits to the city they could buy all the 
finery their wives and daughters wanted, without 
the slightest fear of having their innocence imposed 
upon. The Irish servant-girl, when she received 
the wages that seemed so large to her unaccustomed 
eyes, was satisfied that when she entered Stewart’s 
stores she would get the value of her money as well 
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as if she were a lady who had stepped over from 
Fifth Avenue.” 

Stewart’s example did much to familiarize the 
public with the fixed price idea. At the same time 
there was a cold quality about the absolute honesty 
and justice with which he treated the public, as 
well as his own clerks, whom he kept in line by a 
rigid system of rules and fines. The extension of the 
business revolution required a man of very different 
type. When the young John Wanamaker, with his 
partner, opened Oak Hall clothing store in Phila- 
delphia, in 1861, he brought to the business, not 
only a strong religious training and some experience 
as a salesman, but a genial interest in people that 
Stewart never knew. He insisted from the start on 
the same adherence to truth and honesty. He_also_ 
began with a much needed reform, the payment of 
his clerks in cash, instead of in store-orders on which 
the firm received a commission. Two years later 
he reduced the intolerable hours which hitherto had 
prevailed for help. Courtesy was required of all 
employees. Wanamaker’s store was in fact, what 
later it came to be in deliberate program, a training 
school in salesmanship. And in 1865 he not only 
introduced Stewart’s idea of one price — plainly 
marked, and with the store so well lighted that you 
could see the price and what you were buying; he 
added the original idea of goods returnable. “If 
customers were not satisfied, for any reason, they 
could bring back their purchases and have their 
money refunded. Wanamaker believed that good- 
will was his greatest asset as a storekeeper. His aim 
was to make satisfied customers. For satisfied cus- 
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tomers would come again and bring their friends. 
Helped by novel advertising, the trade of the new 
firm grew by leaps and bounds. In 1876 an im- 
mense new store was opened, in the remodelled 
Pennsylvania Depot. People were invited to come 
to it even if they had no intention of buying. Special 
provisions were made for their comfort. The store 
was to be considered, not merely as a shopping cen- 
ter, but as a place to rest or to meet one’s friends. 

To the older business men in Philadelphia, such 
methods seemed suicidal. They undermined the 
foundation principle of retail trade. The merchant 
surrendered without a contest. You could not treat 
customers in that way and make any money. But 
John Wanamaker had discovered a fundamental 
ethical principle: «the reflex value of good-will. 
Consideration for the customer proved so much 
more successful than the old policy of exploitation, 
that stores all over the country were obliged to 
fall into line. The development of the new mer- 
chandizing was gradual, rather than sudden. Many 
thousands of merchants had a part in it, and general 
changes in business methods and standards exerted 
their influence. But it is to the example of Stewart 
and Wanamaker that we owe the beginning of the 
revolution in retail ethics. The attitude of the 
storekeeper toward the public has completely 
changed, and with it the attitude of the public to- 
ward the storekeeper. Haggling has practically dis- 
appeared. A local merchant was telling me that it 
is only some of his older customers, or those brought 
up abroad, who ever try to beat him down. The youn- 
ger generation takes it as a matter of course that 
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the price asked is the price they must pay. The 
new method makes for economy of effort. We no 
longer have time to bargain as our grandparents 
did. 

Good-will is today the foundation principle of 
retail trade. Let me illustrate this by sections from 
some of the codes of retail associations. Organization 
has been very much slower than with the manufac- 
turing groups. This is due to the large number of 
stores and their extreme independence. But some 
strong trade associations have been formed, and 
valuable educational work is being carried on. 

The standard of the Retail Jewelers may be given 
in full. They have a longer code for the use of their 
own members. ‘This is their shorter code, printed 
in color for framing: ; 


This store subscribes to the following declarations: 
To do our full share in promoting all things that are 
for the good of this community. 

To deserve the patronage of this community by render- 
ing service based on the highest standards of truth and 
honor. 

To earn, establish and maintain a reputation for giv- 
ing maximum values at one price to all. 

To adjust promptly any cause of dissatisfaction and 
endeavor to make every purchaser a satisfied customer. 

To avoid any exaggeration or misrepresentation’ in 
word or inference so that customers will never be led to 
expect more in goods, quality or service than we actually 
deliver. 

To advise every customer in regard to each purchase 
as we would wish to be advised were we the purchaser. 

To make every transaction a stone in the foundation 
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of Confidence, without which no business can be perma- 
nently successful. 

To endeavor to apply the principles of the Golden 
Rule to our everyday business transactions. 2 


One of the most interesting codes is that of the 
National Restaurant Association, adopted in 1922. 
It was the work of Guy Gundaker, a successful res- 
taurateur in Philadelphia, who was chairman of the 
Business Methods Committee of the Rotary Club 
organization, and later their international president. 
Some 50,000 copies of the code were distributed. 
It is excessively long, but embodies a high type of 
business ethics. I quote part of the sixth section— 
Rules of Conduct governing the Craftsman’s relation 
with his Patrons and Prospective Customers: 


Restaurateurs shall create confidence with the pur- 
chasing public by deserving it. The object of rules of 
conduct under this section is to make satisfied customers. 
The Restaurant customer should be educated in varieties 
of food, their quality, food values and digestive values, 
their seasonal appearances, and all other facts which 
will enable him to become a more intelligent Restaurant 
patron. 

1. The Restaurateur shall have an orderly and invit- 
ing place of business. It shall be kept spotlessly clean 
and absolutely sanitary. 

2. The Restaurateur shall have all foodstuffs thor- 
oughly inspected and examined before service or offered 
for self-service. 

3. No materials or ingredients shall be used in the 
preparation or manufacture of food other than those 
of known purity and wholesomeness. 

4. Standard recipes shall be used in cooking and no 
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substitution shall be made for ingredients stated in the 
recipe, nor should fillers, lengtheners or sub-standard 
food products be used. 

5. The Restaurateur shall take advantage of no 
man’s ignorance and shall see that employees are truth- 
ful and straightforward, and that they do not mis- 
represent or overcharge the confiding. Treat the keen 
and confiding buyer alike. 

6. The waiter shall be trained to be more than a 
mere order-taker. He shall offer the guest suitable sug- 
gestions from the bill-of-fare, learn his requirements, 
and then give him the benefit of his experience and ad- 
vice so that he may buy wisely. 

7. Purchasers shall not be overloaded with food, nor 
shall they be permitted to select inappropriate com- 
binations of foods and beverages without a diplomatic 
word of caution from the waiter or server. 

8. There shall be one price to all... . 

10. Equal courteous, polite, attentive service shall 
be given to guests whether they are large or small 
purchasers. When tipping is customary, the Restaura- 
teur shall see that non-tipping guests receive the same 
courteous, polite, attentive service given those who 
TDs 
15. The display of food articles which differ from 
those actually on sale is unethical. . . . 

17. Misnaming of food articles on the bill-of-fare, 
as regards the materials of which they are composed, 
their quality, their method or place of manufacture 
or origin, is unethical.’ 


*Cf. Code of U. S. Fisheries Assn., 11: “It is recommended 
that all fish should be known by standard trade names and the 
serving of fish by hotels, restaurants and general eating places 
under false names should be condemned as bad practice.” Filet 
of sole is ordinarily flounder; the sole is an English fish and never 
imported here. 
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18. The menu shall be expressed in generally under- 
stood plain American terms. .. .4 


To illustrate further the importance attached to 
Good-will, the longer Jewelers’ code says: “Make 
adjustments cheerfully and give the customer the 
benefit of any doubt which may arise. A satisfied 
customer inside the store is worth a dozen dis- 
gruntled ones on the sidewalk.’”®> This principle has 
passed from the retail store into other lines of trade. 
The factory claim agent, in the old days, and not 
so long ago either, was expected to be hard-boiled. 
His standing depended on the extent to which he 
could save the firm money by delay, cajolery or com- 
promise, even on legitimate claims for shortage or 
inferior grade. From the standpoint of the cus- 
tomer’s good-will, the result was extremely unfavor-~ 
able. The factory lost in bitterness and resentment 
more than it saved in dollars. In a certain industry, 
a few years ago, one firm reversed its policy. It 
said to its customers: If our goods are not right, we 
will make them right. Just claims were settled 
promptly and in full. The other firms in the indus- 
try were obliged to follow suit, in order to hold 
their trade. To show the now prevalent standard, 
the Garment Manufacturers are to contest unjust 
returns of merchandise, unfair requests for exchange 
and all sharp practices. But “All just claims for 
goods leaving the Factory in damaged condition or 
giving unsatisfactory wear or service because of 
faulty construction, should be promptly and satis- 

*Codes of Ethics, 467 ff. 


5Td., 255:6. Marshall Field is said to have originated the 
rule: “The customer is always right.” 
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factorily adjusted.’® One likes to deal with a firm 
like that. 

Take the matter of courtesy. The Automobile 
Dealers list as one of the qualifications of a member 
that he “is courteous and demands courtesy of his 
employees for his customers.”’ The Furniture Ware- 
housemen: “To foster and maintain a spirit of good- 
will toward the public whom we serve, believing 
that courtesy is the first essential requisite, and to 
be at all times honest and fair in our relations with 
patrons.”® The Farm Implement dealers say that 
“courtesy pays dividends regularly in welcoming 
new and retaining old customers.”® Truly we have 
gone a long way from the old-fashioned store, where 
the clerk either glared at you as an invader of his 
quiet domain, or else pounced upon you,as a victim 
who was not to be allowed to escape unplucked. The 
genial kindliness of John Wanamaker’s spirit has 
borne wide fruit. 

Courtesy and consideration have extended to 
others beside the buying public. The old attitude of 
exploitation and suspicion between manufacturer, 
distributor and retailer is beginning to break down. 
I say beginning to break down, for the situation 
created by manufacturers selling direct to retailers 
or consumers is still acute. Where a better service 
to the public can be rendered in this way, there 
appears to be no way of stopping it, either in law 
or equity. The remedy is for wholesalers or retailers 

°Td., 87, IV: 5-6. 

“Id., 36. Courtesy is backed by a flat rate system of repair 
charges. 


®Id., 520:2, 
°Id., 183. 
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to improve their service, so as to make themselves 
indispensable. But the manufacturer must take 
into account the danger of jeopardizing the good- 
will and weakening the function of intermediary 
trades. In the Metal Lath code, “The principle is 
hereby recognized that a practice of selling a com- 
modity directly to the consumer which does not 
permit of a reasonable profit to a distributor will 
ultimately destroy the interest of distributors in 
promoting the sale of such a commodity.’ 

In the joint code for the Furniture industry, where 
there are few middlemen and the nature of the 
business causes an unusually large spread between 
manufacturing costs and retail prices, it is con- 
sidered unethical for any of the parties to disclose 
the wholesale price of furniture, or for a dealer to 
request the admission of the consumer to an exhibi- 
tion show room or factory. Dealers are not to 
solicit manufacturers for donations to merchandise 
campaigns which are solely in the dealer’s interest. 
Manufacturers are not to sell to any except furniture 
dealers or their own employees. It is considered 
unethical for a manufacturer to violate exclusive 
arrangements made with the dealer. Per contra, 
it is unethical for other dealers to attempt to circum- 
vent such exclusive arrangements." 

The Motorcycle manufacturers’ code says: “The 
distributor and dealer is your final sales department. 
He is your point of contact with your ultimate con- 


'Id., 868: 3. 

“Code of Ethics for the Furniture Industry, adopted July 8, 
1924, at General Conference of furniture manufacturers and the 
Nat. Retail Furniture Assn., arts. 6-10. 
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sumer. Therefore, he should be accorded the same 
consideration as you give your sales department.”” 
In the Restaurant code is a section which has been 
widely copied: “Courtesy shall be extended to all 
salesmen or representatives inquiring for business. 
It is thoroughly good conduct to decline to see 
salesmen who desire to present subjects of no interest 
to the purchaser. [Book agents please copy!] The 
~ time of salesmen shall not be needlessly wasted in 
having and completing interviews. Truth and 
honesty shall be observed in all interviews. No 
misleading statements shall be made to secure lower 
prices, nor shall prices of competitive firms be shown 
to each other.”!* With that we may put the stand- 
ard of the Purchasing Agents: “To accord a prompt 
and courteous reception, so far as conditions will 
permit, to all who call on a legitimate business mis- 
sion.” The association has been preaching for 
several years that members should conserve the 
time of salesmen, and not keep them waiting un- 
duly in their offices."* 

The Ice Cream Supply Men forbid “consigning 
unordered goods to a possible buyer, with the hope 
that they will be used and paid for.’*® In the 
Restaurant code, again: “It is thoroughly ethical 
to decline to accept goods delayed in delivery beyond 
the time specified, provided that acceptance would 
cause loss to the purchaser. It is unethical to 


® Codes of Ethics, 380. 

mule aoa bel—5: 

4 Td., 448: 6; Proceedings Am. Trade Assn. Executives, 1924, 72. 

®Td., 249, 1:12. Cf. Frederick, Book of Business Standards, 
revised ed., 148. 
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decline goods on delayed delivery if no loss has 
resulted from such delay.” 7° 

Good-will is not a beautiful but rather utopian 
ideal. It is one of the most practical realities of 
social relationship. Every action brings its reaction, 
and in Ethics, as in Physics, action and reaction 
are more or less equal. Good-will, expressed in fair- 
ness, courtesy and consideration, brings in return . 
the good-will of the customer, which is the greatest 
asset in any business. 


*Td., 464, II:11, 


CHAPTER V 
ADVERTISING AND Brertrer BusINESS 


OME months ago, one of the large department 
stores in New York assembled its superinten- 
dents, buyers and advertising staff. The subject of 
the meeting was Accuracy. The head of the frm 
said: “Anyone who wants to be forty years behind 
the times can keep right on practicing all the old 
tricks of misrepresentation, baiting and inaccuracy, 
deliberate or otherwise, that modern establishments 
have cast aside.” To trace this change in the ac- 
cepted standards of retail trade, it will be necessary 
to sketch the Truth movement in Advertising, and 
its outgrowth in the Better Business Bureaus. 

In the last generation misleading and fraudulent 
advertising was common. There was no sentiment 
against it. Tradesmen had been selling goods by 
that method ever since newspapers began to be 
issued. Advertisers misled the public because the 
practice brought them an immediate gain. If a 
purchaser was fooled and cheated, that was his own 
concern. There were many business men who told 
the truth, like A. T. Stewart of an earlier day. But 
the average merchant probably deserved the epitaph 
of the California miner: “Here lies Bill Jones. 
There were sometimes he wasn’t as bad as he was 
at others.” 

With the increase of newspapers and magazines, 

64 
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and other mediums of publicity, there came an 
enormous expansion in the volume of advertising. 
The handling of it began to be a distinct profession, 
attracting many men of the highest ability and 
character. These professional advertising men found 
that the traditional policy of “skinning” the public 
was shortsighted. It sacrificed permanent ad- 
vantage for the sake of immediate gain. People had 
been fooled so long that they were getting so they 
would not believe you even when you told the truth. 
The new means of publicity had proved a veritable 
culture medium for fakers, largely in patent medi- 
cines and get-rich-quick schemes. The truthful an- 
nouncements of the honest merchant were damned 
by the company they kept. Advertising, as a means 
of bringing one’s wares to the attention of the buy- 
ing public, was rapidly depreciating in value. 

The need for housecleaning in the advertising pro- 
fession was becoming evident. To save their busi- 
ness and that of their clients, higher ethical stand- 
ards must be enforced. By 1911, the precipitation 
point had been reached. In that year the Asso- 
ciated Advertising Clubs of America, which hitherto 
had been a Western organization, was brought to 
Boston for its seventh annual convention. The meet- 
ing took a high plane. Many of the addresses 
sounded the same militant note—the need of an 
immediate reform in advertising practice. As one 
of the leaders said, a year later, “Sentiment against 
dishonest advertising has been long smouldering in 


1The history of the Truth-in-Advertising Movement has never 
been written. I have pieced the story together from the pub- 
lished Proceedings for 1911 and 1912, and through correspondence 
with the early leaders. 
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the ranks of honest advertisers and publishers. This 
sentiment burst out into a flame at the Boston con- 
vention last August. The delegates realized, as 
these men had never realized before, that practically 
the entire strength of a publication lies in the con- 
fidence of its readers and that dishonest advertising 
weakens this confidence.” The Truth-in-Advertis- 
ing Movement had been born. 

A few months later, Printers’ Ink, the advertisers’ 
trade paper, after careful study of fraudulent adver- 
tising in its legal aspects, engaged Harry D. Nims, 
a recognized authority, to prepare a model statute. 
According to this law, any seller who places before 
the public an advertisement containing “any asser- 
tion, representation or statement of fact which is 
untrue, deceptive or misleading, shall he guilty of 
a misdemeanor.” The statute has since been adopted 
by all of the more important States, beginning with 
Ohio and Minnesota in 1913. Unfortunately some 
legislatures have weakened the law by requiring 
that the misstatement be made knowingly, a fact 
which it is always difficult to prove.” 

The New York delegates, returning from the 
Boston convention, declared war on dishonest ad- 
vertising. A voluntary vigilance committee was 
appointed. They stirred things up a good deal, 
attracted considerable attention throughout the ad- 
vertising world, and learned by experience some 
things to do and not to do. This work formed the 
basis of the National Vigilance Committee, ap- 


*Roland Cole, “Review of the Ten-Year Fight against 
Fraudulent Advertising,” Printers’ Ink, Feb. 24 and March 3, 
1921. A bibliography of its articles on Truth in Advertising was 
published June 5, 1924. 
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pointed at the close of the year to secure the adop- 
tion and enforcement of the Model Statute. 

At Dallas, in 1912, George W. Coleman, who had 
been reelected president, appointed a special com- 
mittee, with Richard H. Waldo as chairman, to rec- 
ommend a motto or slogan for the Associated Ad- 
vertising Clubs. They reported that the committee 
had decided upon the single word “Truth.” The 
emblem, suggested by Lewellyn Pratt, showed this 
word cut into a map of the United States. It was 
made the basis of a vigorous publicity campaign 
among the clubs, and displayed at Baltimore, in 
1913, on a huge illuminated signboard. Then, as 
for a number of years afterward, there was some 
opposition, on the ground that advertising was 
belittled by talking of truth as being under dis- 
cussion. The emblem was, however, made official 
by the Baltimore convention, which also adopted 
the famous Declaration of Principles: 


We believe in truth, the cornerstone of all honorable 
and successful business, and we pledge ourselves each to 
one and one to all to make this the foundation of our 
dealings, to the end that our mutual relations may be- 
come still more harmonious and efficient. 

We believe in truth not only in the printed word, but 
in every phase of business connected with the creation, 
publication and dissemination of advertising. 

We believe there should be no double standard of 
morality involving buyer and seller of advertising or 
advertising material. Governmental agencies insist on 
“full weight” packages, and “full weight” circulation 
figures. They should also insist on “full weight” 
delivery in every commercial transaction involved in 
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advertising. We believe that agents and advertisers 
should not issue copy containing manifestly exaggerated 
statements, slurs, or offensive matter of any kind, and 
that no such statements should be given publicity... . 
We believe in upholding the hands worthy to be up- 
held, and we believe that each and every member owes a 
duty to this Association of enforcing the Code of 
Morals based on Truth in Advertising, and Truth and 
Integrity in all the functions pertaining thereto. 


At the convention held in Toronto, in 1914, the 
name of the organization was changed to the Asso- 
ciated Advertising Clubs of the World. The map 
of the United States on the emblem became the 
map of the world, as a sign or prophecy of the grow- 
ing international character of the movement. The 
departmental organization, proposed at Baltimore, 
was carried into effect. Each of these organized 
departments of advertising—there are now 25— 
adopted its own detailed standards of practice.* 

Three parties share responsibility for the charac- 
ter of advertising: the publisher, the advertising 
agency, and the advertiser himself. Only passing 
mention may be made of the first two, though the 
development of standards in their respective fields 
is of great interest and importance. One prevalent 
evil was the exaggerated claim as to the number of 
copies issued. This was controlled by organizing 
the Audit Bureau of Circulations, which began work 
in 1914, Through sworn statements, which are 
audited by the Bureau, it now is possible to obtain 
detailed and reliable information as to various ad- 


*See Codes of Ethics, 8 ff; Standards of Practice, pub. by 
A. A, C. of W., July 1, 1924. 
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vertising mediums. The goal of the Association of 
Newspaper Advertising Executives is that “no ad- 
vertisement will be accepted for publication if it is 
misleading, fraudulent or harmful.’”* 

The advertising agency began as a more or less 
irresponsible broker of space. It has come to be an 
indispensable servant of the large advertiser, not 
only preparing copy but giving expert advice on 
marketing problems and the planning of advertising 
campaigns. Each member of the American Asso- 
ciation of Advertising Agencies is required to sub- 
scribe to the Standards of Practice, which forbid the 
preparation or handling of “any advertising of an 
untruthful, indecent or objectionable character.’”® 

For correcting abuses among advertisers and other 
sellers of goods or securities, the most important 
machinery is the system of Better Business Bureaus, 
or Commissions, now organized in 44 of the principal 
cities. Each of these bodies is independent, and 
controlled by the local business men. They are 
supported by voluntary contributions, like the Na- 
tional Better Business Bureau (formerly known as 
the National Vigilance Committee) ,° which acts as a 
general clearing house and handles cases in the na- 
tional field.. The annual budgets total about $650,- 
000 a year. The movement has changed from a 
fervid appeal for truth in advertising, with sporadic 
and often ill-judged police work by volunteers, to 


“Code of June, 1924, art. 1. 

® Standards of Oct., 1924. 

®This name, long a misnomer, was changed in June, 1925. 
Present methods of service were developed largely by Merle 
Sidener, chairman from 1914 to 1921, and by H. J. Kenner, the 
first paid secretary (1915, after a year with the Minneapolis 
Bureau, the first of its kind). 
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the continuous service of a trained staff to build 
integrity not only in advertising but in selling, and 
to increase public confidence in business. 

A good deal of police work is still necessary, par- 
ticularly in the financial field. It is estimated that 
a billion dollars is lost annually by the American 
people through fraudulent stock-selling schemes. Not 
only is this money diverted from the channels of 
legitimate business, but the experience of the victims 
undermines their confidence in sound investments. 
Two of the more notable cases may be cited. 

During the War period, a man named Pandolfo, 
heavily in debt and with a bad record in the South- 
west, organized the Pan Motor Co., which finally 
located in St. Cloud, Minn. Through the pre-organi- 
zation sales of stock, large factory buildings were 
erected. These gave at least the appearance of 
activity. Pandolfo laid out a suburb and sold lots 
to people expecting a boom. I was frequently in 
St. Cloud that winter; the town evidently thought 
of becoming a second Detroit. At the same time 
he put on a tremendous advertising campaign, and 
spread his “high pressure” salesmen over the country 
selling shares in the new company. About $9,500,- 
000 was extracted from 70,000 subscribers. Of the 
100,000 cars promised the first year, less than 300 
were actually produced. Much of the net proceeds 
went to the promoter himself, the company later 
becoming insolvent. The National Committee took 
up the case in a lengthy bulletin. The Sunday be- 
fore its publication, the newspapers of the country 
carried $50,000 worth of advertising of the stock. 


, 


ADVERTISING AND BETTER BUSINESS 71 


The following Sunday no reputable paper would 
accept it. The publicity given to this case and 
other fake promotions in the automobile field, caused 
some people to say that the public would become 
so distrustful they would refuse to buy stock in 
legitimate motor car companies. But nothing of 
the sort happened. Pandolfo was finally put out 
of business and into jail by the Federal Government, 
on the charge of fraudulent use of the mails. 

About three years ago, at Santa Fé Springs, just 
outside one of the Southern California oil fields, a 
number of promoters built derricks and pitched large 
tents. Free busses were run from Los Angeles and 
Long Beach. Smooth-tongued orators harangued the 
crowd on the oil flow which was expected, and the 
importance of buying stock in the company while 
it was still cheap. Perhaps in the middle of the 
discourse a workman would run over from the der- 
rick, holding some oily sand they had just struck! 
The get-rich-quick revival meeting would rise to a 
new height of enthusiastic credulity. The Better 
Business Bureau of Los Angeles enlisted the services 
of a trained investigator from the National Com- 
mittee, which had been blocking similar oil frauds 
in Texas. The method adopted was a counter-ad- 
vertising campaign. News articles and advertise- 
ments were published in the local papers, calling 
attention to the methods being used, the exaggerated 
statements of the lecturers, and the probably fraud- 
ulent character of the promotions. Patronage of the 
free busses and free lunch began at once to 
fall off. Within a short time the boom in Santa 
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Fé Springs oil stock had completely collapsed, and 
the promoters were in flight. 

The Cleveland Better Business Commission built 
its prevention campaign around a slogan. Its at- 
tention had been called to the losses by small in- 
vestors, often employees of manufacturing plants, 
through lack of information. The loss of savings 
was not only an injustice and a hardship, but it 
impaired their efficiency as workmen. A notice was 
posted in the factories, headed by the words: ‘“Be- 
fore You Invest—Investigate! Are your well-earned 
savings worth keeping?” Employees were informed 
that, if they were asked to buy stock, they could 
turn over the name of the concern to a certain man 
in the factory, who would request the Commission 
to look into it. “It will cost you nothing! It may 
save you from serious loss! Before You Invest— 
Investigate!’’* 

The Better Business Bureau of New York City 
devoted its first two years entirely to financial fraud 
and malpractice. Close co-operation was main- 
tained with the Stock Exchanges, the newspapers, 
the Post Office inspectors and the office of the State 
Attorney-General. The Bureau prepared and dis- 
tributed nearly 200,000 copies of a booklet “How 
to Invest Your Money.” “Keep out of This Finan- 
cial Graveyard” was the title of one striking win- 
dow exhibit. It cost $65,000 annually to protect the 
investing public against fraudulent brokers. But 
in the third year, although the demand for good 
securities was unusually active, men of the faker 


™The difficulty with this method has been the mental inertia 
of the workers. 
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type complained that they had not been able to 
make a dishonest living.® 

In the merchandise field, constant attention must 
be given not only to the fly-by-night salesman with 
his fire and bankruptcy sales, but to the “gyp dealer,” 
who advertises at a private residence the sale of 
household goods and musical instruments as if they 
were personal effects, and to more subtle and in- 
genious forms of deception. Representing as it does 
the entire business community, the Bureau is in a 
position to do what no individual merchant could. 
For a business man or his trade association to com- 
plain against a merchant, and perhaps haul him into 
court, is liable to be construed as business jealousy. 
Competitive moral suasion usually fails of its object. 
And the unscrupulous tradesman will make capital 
out of any persecution by “big business.” 

The function of the Better Business Bureau is to 
raise the general level of reliability in business deal- 
ings. In handling the unscrupulous or shortsighted 
merchant, the chief aim is to change his point of 
view. The laws against fraud are always in the 
background; it is sometimes necessary to call atten- 
tion to them, and in rare instances to start prose- 
cution. But he may be made to see that accurate 
representation makes for increased public confidence 
and better business. Each case referred by mer- 
chants or customers to the Bureau, or unearthed by 
its own shopping staff, is considered by itself. What 
are the facts? What impression would this state- 
ment or practice make on the buyer? How can it 
be corrected so as to secure a more favorable result? 


® Report for year ending Apr. 30, 1925. 
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To take some recent cases from New York, a mer- 
chant announced a going-out-of-business sale. His 
record was bad. He was forcibly persuaded to 
add a date when the going-out was to take place. 
And the Bureau watched to see that the date was 
not extended. A chain of retail clothing stores, as 
an act of co-operation, discontinued advertisements 
which conveyed the unwarranted impression that. 
clothing was being sold direct from manufacturer to 
consumer. 

At the same time, responsible stores are aided in 
the correction of advertising and selling practices. 
As a result of the experience of one of the Bureau’s 
shoppers, a furniture salesman was dismissed for 
blackening one suite in order to make another ap- 
pear the whiter, and for falsely stating that he had 
been given authority to cut prices to that particular 
customer. The store gave the assurance that such 
practices would not be permitted in the future. The 
service of the Bureau improves the standing of local 
stores as public institutions. It tends to reduce 
unfair competition. And by bringing out the real 
facts regarding another merchant’s practice, much 
unwarranted suspicion is allayed. 

The following notice, carried by local bus lines for 
the St. Louis Better Business Bureau, suggests the 
spirit of the movement: “95 % of all Advertising is 
truthful. It’s the other 5 % that makes it necessary 
to be watchful. Help us find the other 5 % by re- 
porting any advertising that appears misleading or 
deceptive—We exist solely to see that you are given 
a square deal in all advertised goods.” 

Take the matter of comparative prices. When 
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a customer sees the statement: “Dresses $17.39, 
formerly $30.00,’ what does she naturally think 
that “formerly” means? According to the Stand- 
ards of Practice recommended by the National Re- 
tail Dry Goods Association, “The term ‘formerly’ or 
‘reduced from’ should be understood to mean that 
the article has just been reduced in price. It is 
equivalent to the phrase, ‘Yesterday’s price was—’ ” 

“These suits $25.00, worth $35.00.” “Worth” or 
“value” in this case is not determined by the pre- 
judiced enthusiasm of the merchant, but by what 
the same grade of goods is selling for in other stores. 
One method commonly followed by the Bureaus is 
to buy one of the articles, remove all price tags and 
identification marks, and submit it to a number of 
local dealers for their independent judgment as to its 
value. 

As the Standards of Practice above mentioned are 
fairly representative, some further sections may be 
cited: 


Avoid superlatives such as ‘“The greatest sale,” “The 
biggest stocks,” “Never before,” etc. Not only is it un- 
safe to make such statements without qualification, but 
the public is inclined to discount their accuracy. 

It is often wise to moderate even true statements 
when they are so startling as to appear incredible. 

Where specific quantities of merchandise offered in a 
sale are mentioned, they should be accurate. ‘Million 
Dollar Sale” should mean that merchandise totalling a 
million dollars at reduced retail prices is offered at 
special prices. The quantity mentioned should be in 
the store, in its own warehouse, or in its own possession 
and immediately procurable when the sale opens. 
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“Seconds,” “irregulars,” “imperfect,” “sub-standard,” 
“run of the mill” or “soiled” goods should be plainly 
stated as such, in conspicuous type. Adjectives such as 
“slight” are not permissible, but if true, such a phrase 
as “Imperfections do not interfere with wearing qual- 
ities” may be used. 

When a headline at the top of a page, or a smaller 
composite section of advertising leads the reader to 
believe that all items mentioned under it are included in a 
general sale, every item on the page, or in such section, 
should be specially priced. 

Avoid the use of illustrations which are misleading 
regarding size, quality or appearance of merchandise 
advertised, or which exaggerate the size and importance 
of a store’s building. .. .°® 


Much is being done by the Better Business 
Bureaus to protect manufacturer, merchant and 
public in the use of recognized trade names and 
brands. Their misuse is in many cases an injustice, 
as it confuses the public and tends to destroy the 
good-will represented by the brand as a mark of 
quality. For example, some of us are personally 
interested in B. V. D. underwear, as we use them ° 
and have been dissatisfied with various substitutes 
that have been sold us. “B. V. D.” is a registered 
trade-mark, and the goods are made only by a certain 
factory in New York. It is quite a satisfaction to 
learn that a merchant in a neighboring city, who 
advertised B. V. D. underwear when he really was 

* Approved June 4, 1925 by Nat. Retail Dry Goods Assn.; they 
are a redraft of the 1914 standards of Retail Advertising Division, 
A. A. C. of W., Codes of Ethics, 12. Such standards amount to 
little in practice apart from organized use of the case method. 


There are decided differences in advertising between a city with 
and one without a good Bureau. 
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selling something else, was admonished by mail and 
promptly corrected his advertising. 

One of the important phases of the movement 
is the correct labeling of merchandise. In this many 
of the organized industries are heartily co-operating. 
If you are buying furs, when is a seal not a seal? 
One answer to this conundrum seems to be: when 
it’s a muskrat. Merchants, in advertising Hudson 
Seal, may be persuaded, or perhaps compelled, to 
add in brackets “seal-dyed muskrat,” unless it hap- 
pens to be “seal-dyed nutria.” Or it may be French 
or Australian Seal (dyed rabbit.) Alaska Sable is, 
in plain English, nothing more nor less than 
“skunk.” The National Association of the Fur In- 
dustry, a new organization of considerable promise, 
has prepared a standard Dictionary of Fur Names, 
which gives a descriptive list of the terms properly 
or improperly in use in the United States.” 

The general principle is that the real material of 
which an article is composed should be named. Tex- 
tile fabrics should be identified as wool, cotton, linen 
or silk. “If two or more yarns are mixed in a single 
weave, this should be plainly stated, as silk and 
cotton; wool and silk; linen and cotton, ete. . 
Trade names such as satin de chine, velvetine, 
satine, etc., should be modified by such explanatory 
notes as ‘part cotton’ or ‘cotton’.”* Fibre silk, a 
cellulose product, has appeared under a number of 
disguises. All of them led the purchaser to believe 
he was buying real silk, or else to suspect that he 


” Year Book, 1924, 34 ff. 
“4 Standards of Practice cited, 4. 
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wasn’t. It now has been given its own distinctive 
name rayon, and sales have increased accordingly. 

German Silver is not silver at all, but nickel brass, 
an alloy of nickel, copper and zinc, and the term 
“silver” should not be used in advertising or selling. 

Furniture also has caused difficulty. After con- 
siderable experimenting, the Better Business Bureau 
suggested the “Name the Wood” standard, which has 
been adopted by the Grand Rapids Furniture Manu- 
facturers’ Association and other important organi- 
zations of distributors. “I. Furniture in which ex- 
posed surfaces are of one wood shall be designated 
by the name of that wood. II. Furniture in which 
exposed surfaces are of more than one kind of wood 
shall be designated by the names of the principal 
woods used.” Thus furniture made of birch, and 
stained to imitate mahogany, should be called, 
“birch, mahogany finish,” but not “mahogany.” The 
standard, after some further elucidation of the two 
rules given above, closes with this revolutionary 
statement: “Furniture shall be catalogued, invoiced, 
labeled, advertised and sold in accordance with these 
rules and explanations.” 

The vice-president of the Filene store, in explain- 
ing their contribution of $3,500 a year to the work 
of the Boston Commission, said: “We spend this 
money, and are willing to spend more, for just one 
reason—because we feel sure that every dollar spent 
in this way will return to us a hundred fold in 
greater response from advertising more widely read 
and more thoroughly believed.” 


“Louis E. Kirstein, “Better Retail Advertising”, address to 
Nat. Retail Dry Goods Assn., Feb. 10, 1925. Cf. H. J. Donnelly, 
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To take an example from another field, the Cali- 
fornia fruit crop in 1918 was severely damaged by 
frost. A frosted orange appears normal for several 
weeks, after which it becomes dry and bitter. In 
former days, such fruit was rushed to ‘market, the 
shipper securing good returns, but at the cost of 
serious injury to the reputation of California fruit. 
Practically no frosted oranges were marketed in 
1918. The growers had invested $2,000,000 in their 
“Sunkist” advertising, and they were not going to 
jeopardize the asset of this trade-mark for the sake 
of a temporary advantage." 

The movement which I have outlined illustrates 
the social character of all ethical standards. Adver- 
tising has come to be the common salesman of busi- 
ness. The value of it in dollars and cents, the ex- 
pense of it as an element in the cost of distribution, 
depends on how far it is believed by the buying 
public. Retail stores find it necessary to spend for 
advertising from 2 to 5 per cent of their gross sales. 
The only way to reduce its relative cost is to in- 
crease its credence value. And advertising cannot 
be brought back to par without collective action. 
It is not enough for the individual firm to keep its 
own published statements, labels and sales talks free 


Jr., “The Truth-in-Advertising Movement as it Affects the 
Wealth-Producing Factors in the Community,” Annals, Sept. 
1924, 171; Albert W. Atwood, “Honesty in Business Speech,” 
Sat. Evening Post, Apr. 8, 1922; Herbert W. Hess, “Hist. and 
Present Status of the Truth-in-Advertising Movement,” Annals, 
May 1922, 211. 

Cited by Daniel Starch, Principles of Advertising, A. W. 
Shaw, 1923, 104. 
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from exaggeration and misrepresentation, or to 
imagine that it is doing so. A community ethics 
must be built up in the matter of merchandizing © 
publicity. This can be done only through perform- 
ance, wide-spread and long continued. 


CHAPTER VI 
Tue Ovtpoor ApvERTISING INDUSTRY 


Gy v0cr advertising deserves a chapter by it- 
self. And this for two reasons. No branch of 
advertising has aroused so much attention and crit- 
icism. And nowhere do we find a better example of 
what may be accomplished in an industry through 
self regulation. 

Thirty years ago, outdoor advertising, as a 
medium of publicity, was in bad repute, both with 
the public and with the larger advertisers. Much 
of the business consisted of either snipes, tacks, or 
daubs. Sniping meant putting up small bills on 
fences or trees. Tacks were wooden or tin signs of 
the same character. A daub was a larger bill posted 
on a board fence or the side of a barn; circus an- 
nouncements were the outstanding example. The 
advertisements were in themselves unsightly, and 
the designs of no artistic merit. Property rights 
were not respected. And when you paid a billposter 
for service, you never could be sure that he or a rival 
operator would not cover up your display with other 
bills. 

In 1898, a group of men who believed in the 
future of legitimate poster advertising, organized 
the Associated Billposters of the United States and 
Canada. This step marked the beginning of stand- 
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ardization. The first requirement was to insure 
efficient and trustworthy service. It was agreed 
that locations should be leased and paid for in ad- 
vance, that the advertiser was to receive a definite 
list of his locations, and that his posters were to 
be protected and kept in good order during the life 
of the contract. The members began to build-regu- 
lar wood structures to take the place of fences and 
sides of buildings. Each year the line between the 
poster and the old-fashioned roadside bill or sign was 
being more sharply drawn. The association helped 
to organize the Associated Advertising Clubs of 
America, at St. Louis in 1904." 

In 1912, the name was changed to the Poster Ad- 
vertising Association, and the movement for volun- 
tary regulation took on a new impetus. This was 
due largely to the vision and energy of Barney Link, 
the owner of poster plants in New York and other 
cities, who had started years before as a billposter, 
travelling ahead of Barnum and Bailey’s circus.” 
The Toronto convention of 1914 marked an epoch 
for the poster business as for other forms of adver- 
tising. The association not only formulated a 
definite code of ethics, which forbade all “mislead- 
ing, indecent and illegitimate advertising;”* it 
adopted what has since been known as the “‘Double- 
A” Standard for posting. This we may describe in 
some detail. The ordinary traveller will soon learn 


*Kerwin H. Fulton, The Advancement of Poster Advertising 
during the Past Twenty Years, address at convention of 1922. 

? Association News, Feb. 15, 1925, 3. 

*Liquor advertisements were banned in 1915. The associa- 
tion maintained a censorship committee, which ruled on posters 
that had been criticized from any source. 
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to distinguish the characteristic panels of the poster 
plants.* 

The displays must be so constructed as to insure 
safety and command respect. The standard specifica- 
tions call for a panel of galvanized steel, or other 
rust resisting material, 11 by 25 feet, set up at least 
3 feet from the ground: on a solid wood frame. 
Lattice work is to be added, between and below the 
panels. The location must be kept free from rub- 
bish and weeds. In fact the instructions say to treat 
the leased ground as you would your own front 
yard. In many cases there are neat lawns, and even 
beds of flowers. Around the panel is a wide molding, 
painted a certain shade called poster green, and re- 
painted at least once a year. The posters, which 
are put up in small sheets of uniform size, must have 
around them a wide strip of white paper border. 
The effect is that of a framed picture. Posters must 
be renewed each month, and the panels scraped. 
When not in use, they are supposed to be blanked 
with white paper. A national inspection service 
insured compliance with the standards and rules. 

To belong to the state and national Poster Ad- 
vertising associations, a firm was obliged to hold a 
membership in each town where it operated. Places 
of less than 200 people were not considered eligible, 
as this medium is adapted primarily to large circula- 
tion at close range. Ordinarily there was only one 
member for a town; the amount of business would 
not warrant duplication of plants. To secure this 
official right, the firm must meet certain require- 


“I include the revisions adopted in the 1926 Manual, which in- 
volve only minor improvements. 
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ments. It was to provide a minimum number of 
locations and panels, based roughly on population, 
and so placed as to give good publicity. In cities of 
50,000, a proportion of illuminated panels were re- 
quired. Membership was not granted until the 
plant had been approved by an inspector. In order 
to insure an adequate display, the further rule was 
made that an advertiser, except in the case of local 
merchants, must purchase a “showing,” that is a 
certain number of panels so distributed as to reach 
the entire community. 

Large national advertisers, and the advertising 
agencies through which their business is handled, 
learned to depend on this standard service. The 
Thomas Cusack companies were long a thorn in the 
flesh of the organization. With the sale of these 
interests in the Spring of 1925, all of the important 
poster firms had come to hold memberships in the 
national association. In such a situation, the pos- 
sibilities of standardization are obvious. Member- 
ships were cancelled for failure to comply with the 
regulations. And such discipline was a serious mat- 
ter, for it practically meant the loss of national ad- 
vertising. 

The War gave a great impetus to outdoor adver- 
tising. Artists of national repute prepared patriotic 
posters for the various drives, and thus were led to 
recognize the poster as a legitimate form of art. 
Many of the recent commercial designs are of a high 
order. Vacant lots, which before were rubbish heaps 
and eyesores, have been transformed by their lease 
as poster locations. In a setting of well kept 
grounds, we find bright and often extremely pleas- 
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ing displays. Comparing the outdoor advertising of 
today with that of a generation ago, I am inclined 
to regard the panel poster as one of the important 
factors in educating the artistic taste of the Ameri- 
can people. The advertising man has discovered the 
importance of beauty as well as of truth. 

Painted displays are of later growth, the Painted 
Outdoor Advertising Association being organized in 
1909. Many firms belonged to both associations. 
This group developed similar standards of physical 
structure and service. The introduction of high 
grade art work was due largely to the eccentric 
genius before mentioned, Thomas Cusack. As there 
are no mechanical limitations on the size of the 
panel, the painted bulletin is peculiarly adapted to 
display at long range. 

Painted advertising plants were given exclusive 
rights, as with the Poster Association. Standardiza- 
tion, however, was much more difficult. For one 
thing, less capital is required for painted signs. Any- 
one can start in the business, if he has a paint pot 
and a little lumber and is willing to pay a farmer a 
few dollars for the right to use his land. Then good 
panels are comparatively expensive. Many adver- 
tisers have felt that cheap signs would answer their 
purpose just as well. As to what might be the 
ultimate effect on outdoor advertising, neither they 
nor their sign painters thought or cared. It was in 
this branch of the outdoor advertising field that the 
old billboard managed to survive. Most of the ar- 
tistically offensive signs along the highways and rail- 
road lines, were put up either by the advertisers 
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themselves or by companies that had no standing 
in the imdustry. | 

It has long been a rule in the outdoor advertising 
industry that “care should be exercised by every 
plant owner in the selection of locations so as not 
to cause friction either with the municipal authori- 
ties or the people of the neighborhood.’ It is rec- 
ognized that this would detract from the value of 
the display in creating public interest and good-will. 
Foster and Kleiser, operating on the Pacific Coast, 
say: “In neighborhoods where the erection of any 
kind of poster structure meets with objection on the 
part of those interested in civic beauty, the needs 
of those districts are studied, and only such boards 
are placed there as modern business ethics justify.’”® 
I have the case of an Eastern company which 
erected panels on a vacant suburban lot; they had 
of course leased the land used for this purpose. A 
woman, who lived opposite complained that she 
could see nothing but advertisements from her front 
windows. The company at once shifted the location, 
at a considerable cost. Vacant land is sometimes 
leased, merely to keep out disfiguring billboards. 

Public criticism of outdoor advertising has cen- 
tered on the defacement of natural beauty along 
the highways of travel. Advertisers are beginning 
to learn something of the automobilist’s reactions. 
While he may be glad to know what kind of gas » 
or make of tires are on sale at a roadside station, 
he wishes for the remainder of his drive to enjoy 


°Codes of Ethics, 12:7. Adopted by Poster Ady. Assn. in 
1914, and repeated substantially by Painted Outdoor Adv. Assn. 

* Quoted by Wilmot Lippincott, Outdoor Advertising, McGraw- 
Hill 1923, 13. 
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the scenery without distraction.’ This does not 
mean, as commonly reported, that outdoor advertis- 
ing has been abandoned. The signs recently re- 
moved by the Standard Oil Co. of California, were 
small boards placed directly in the highway. It will 
be well to quote part of the letter of the New York 
Standard Oil Co. to Printers’ Ink: 


“Tt is the desire of the management of this company to 
co-operate in every way with the various civic organiza- 
tions and women’s clubs in its territory which are seek- 
. Ing to preserve and improve the natural beauties of the 
highways. The officers of our company are interested 
in this matter as good citizens, but we have, of course, 
a more personal interest as well, for anything which adds 
to the beauty of the highways gives added pleasure to 
motoring and so is a service to our customers. Our own 
contracts for outdoor advertising signs have from a year 
to eighteen months more to run, but we have determined 
to abandon such signs on the highways when these con- 
tracts expire, where such signs are objectionable and 
mar the scenic beauty; and will confine ourselves to 
boards near garages or service stations.” ® 


The problem of the small sign, painted on rocks 
or tacked to trees and fences, is comparatively 
simple. Most of the States now forbid advertise- 
ments on the right of way of public roads, or on 
private land without permission of the owner, which 


7 The industry and the public will need to work out a mutually 
satisfactory definition of “scenery.” ‘There are eyesores in the 
country, as in the city, which may be improved, or at least not 
marred, by artistic painted bulletins. 

® Printers’ Ink, April 17, 1924. A similar stand was taken by 
other national advertisers. In its effort to improve highway 
conditions, the Standard’s architects were preparing suitable de- 
signs for ice cream stands, “hot dog shacks,” and the like. 
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would mean rental in some form. Signs of this 
character are generally illegal, and what is required 
is an organized effort to enforce the law. 

In this connection, the Pennsylvania plan will be 
of interest. The outdoor advertising industry there, 
as elsewhere, faced an increasingly serious situation. 
The highways were becoming littered with signs. 
Even of the first class bulletins, many were bunched 
in such a way as to detract from their advertising 
value, or so placed as to mar the landscape or en- 
danger traffic. The public did not discriminate be- 
tween tin signs and cards and the standard poster 
panels and painted bulletins. They classed them 
all as “billboards.” Not only were women’s clubs 
agitating against all outdoor advertising, but at- 
tempts were made at each legislature to tax and 
regulate the industry to its serious injury. After 
years of mutual ‘jealousy and passing of responsibil- 
ity, the various branches of the business were finally 
brought together in the Pennsylvania Outdoor Ad- 
vertising Association.2 The membership includes 
poster and painted bulletin companies, commercial 
sign men, electric display operators, and small sign 
men who conduct their business in a legal manner. 
Dues are based on volume of business. Up to May, 
1925, 74 firms had paid, out of the 113 listed as 
engaged in outdoor advertising in the State. The 
organization acts as a clearing house for public com- 
plaints. It naturally tries to calm the women’s clubs 
and watch the legislature. But the real work of the 


° Organized July 17, 1923. Information supplied by the secretary 
and prime mover, Tom Nokes of Johnstown, Pa. See also his 
article in Association News, Feb. 15, 1925, 19. The Standards 
of Practice, in 24 sections, go into great detail. 
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association is to keep down agitation by removing 
its cause. Fewer and better signs of all kinds, is 
the motto. The Clean-up Committee see that the 
members relocate objectionable structures, and try 
to persuade outsiders to do likewise. They go out 
of their way to have buildings removed, in order to 
eliminate space on which tackers and daubers might 
operate. They even repainted a farmer’s barn, to 
show him how much better it looked than if plas- 
tered with bills. Advertisers are requested to re- 
frain from forms of publicity that are calculated to 
bring little return except public resentment. For 
example, one group of the International Theatrical 
‘ Association has pledged the influence of its members 
to stop “sniping and tacking” and all other unsightly 
advertising. 

In co-operation with the State Highway Com- 
mission, three Clean-up Weeks are carried through 
each year. For the first of these intensive drives, 
the instructions read: “It doesn’t matter how much 
you do; only that you do something. . . . Go out and 
pull down an illegally placed tack card or banner, or 
pick up some débris about a sign structure. .. . At 
least go out and take stock of your signs, and note 
what should be done to make them appear better 
and more acceptable in the eyes of the general 
public. . . .” As a result of this first Clean-up Week, 
7,000 illegal signs of all descriptions were removed, 
about 200 locations repainted, 40 structures rebuilt 
and improved, 63 sign structures removed entirely 
or relocated, and weeds and rubbish cleaned up at 
approximately 10,000 individual locations. 

From the standpoint of the industry, adequate 
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control of the larger commercial signs is eniefly a 
problem of standardization. Painted bulletins must 
be brought up to the level of responsible service 
which the poster plants have long maintained. In 
October, 1925, a significant forward step was taken.” 
The two associations in the industry voted to amal- 
gamate as the Outdoor Advertising Association of 
America, thus bringing to the problem the combined 
strength of the organized advertisers. The object 
of the new association is “to provide for the Ameri- 
can business community an efficient and economical 
instrument of distribution; to insure through stand- 
ardization of practice and structure a scientific ad- 
vertising medium; and to advance the common 
interests of those engaged in the business of adver- 
tising.” 

Article 9 of the By-laws gives the following Stand- 
ards of Membership, which the new association is 
in a position to enforce to the letter: 


Members of the Association, both painted display and 
poster advertising operators, shall not place or post struc- 
tures or copy 

(1) so as to create a hazard to traffic, 

(2) on rocks, posts, trees, fences, barricades or daubs, 

(3) on streets or portions of streets which are purely 
residential in their nature or in other locations where 
the resentment of reasonably minded persons would be 
justified, 

(4) on streets facing public parks where the sur- 
rounding streets are residential, 

(5) on any locations except property either owned 
or leased, 


* Due chiefly to the statesmanlike vision of K. H. Fulton, of 
the General Outdoor Advertising Co. 
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(6) in locations that interfere with the view of 
natural scenic beauty spots. 

(7) Members are prohibited from tacking, pasting, 
tying or erecting cards, panels or signs of any descrip- 
tion, except the erection of structures that conform to 
Associational standards, and members are likewise pro- 
hibited from permitting these acts to be done by any 
person under the authority of their license. 

(8) Poster advertising structures shall not be erected 
beyond the corporate limits or populated areas adjacent 
to cities and towns for which membership in the Associa- 
tion is maintained. 

Presently existing structures belonging to Members of 
the Association which do not conform to the above stand- 
ards must be eliminated within a period of five years 
from the date of the adoption of these By-laws and an 
annual report shall be made to the secretary of the 
Association stating the progress made toward conformity 
with the above standards. At least one-fifth of non- 
standard structures must be removed or re-located within 
one year.... 


In the regulations governing physical structure, 
the principal changes are in connection with the 
painted bulletins. Except on roofs these are now to 
be of uniform size, giving a panel of approximately 
11 by 40 feet. For rural districts, a simple classic 
molding in a cream shade is provided; in city and 
suburban locations, the standard molding and base 
are made more elaborate and painted white. Even if 
the same advertisement is retained, the panel as well 
as the molding must be repainted every six months, or 
oftener if conditions (such as excessive dust) require 
it. The official painted bulletin will be as distinctive 
and as readily identified as the modern poster. There 
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will be the same contrast between the new stand- 
ardized panel and the old commercial sign, (and 
perhaps the same effect on the advertiser,) as when 
the Poster Advertising Association adopted the 
“Double-A” Standard in 1914. Complaints as to 
location will be handled, with power, by the Public 
Relations Division. 

This program of standardization involves an ex- 
penditure by the plant owners of millions of dollars 
during the next five years. The organization in the 
outdoor advertising industry has taken the long- 
term view, both of the expensiveness of the cheap 
sign, and of its own responsibility to the public. 


CHAPTER VII 
CoMMERCIAL HoNnESTY 


ae is emerging from the era of ruthless 
competition when the passing off of dishonest 
products was common and unrebuked. It is begin- 
ning to render obsolete the old legal maxim of caveat» 
emptor, “let the buyer beware.” This is in part the 
result and in part the cause of the expansion of 
commerce in volume and distance. With the 
modern factory, and rapid means of communica- 
tion, business can no longer be conducted. as in the 
days of personal barter. And to exchange goods at 
a distance, in large quantities and with vast num- 
bers of people, would be impossible without a high 
standard of commercial honor. 

In business ethics, truth and honesty are twins. 
The man who will lie will probably cheat, if the 
opportunity offers. And an honest product means 
little unless it be given a true name. We have al- 
ready referred to the campaign of the organized ad- 
vertising men for the correct labeling of goods. The 
trade associations have attacked misbranding from 
several angles. In the first place, in the interest of 
fair competition. Most of the manufacturers’ codes 
contain a clause like this: “We shall not simulate 
in our product the trade-mark, trade name, slogans 
or advertising matter of a competitor, or otherwise 
attempt to imitate a competitor so as to obtain ad- 
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vantage of the good-will he has established.” The 
School Supply Association says: “Do not use the 
samples or reputation of one manufacturer for the 
purpose of getting an order and fill it with similar 
goods made by another manufacturer.”* Piracy and 
substitution are very real evils. When one asks for 
an article with a familiar name, and the clerk tries 
to pass off an article with a similar name, or put in 
a similar package, it is a mark of low business 
ethics, not only on the part of the store but on the 
part of the firm which made it. 

Another angle of attack has been the growing 
sense that misbranding and adulteration react un- 
favorably on the industry as a whole. Competition 
is so keen and substitutes in many cases so readily 
available, that an association of manufacturers must 
promote a high standard in order to hold their trade. 
I do not say that this is the motive of business 
honesty. I am merely calling attention to the 
economic realities in the situation, which are in- 
creasingly recognized. 

In the case of drugs and food products, the Federal 
and State Governments have stepped in for the 
protection of the public. Under the pure food laws, 
articles offered for sale must be correctly labeled, 
Unwholesome adulterants are forbidden. Where 
substitutes are allowed, they must be definitely in- 
dicated for the information of the buyer. The trade 
associations have taken an important part in this 
movement. The official standard of purity in medi- 


1 Codes of Ethics 473:5. Cf. Resolutions of Nat. Council Light- 
ing Fixture Mfrs., id., 306; and E. H. Naylor, Proceedings Am. 
Trade Assn. Executives, 1924, 77, 78, 85. 1 
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cinal preparations is the United States Pharma- 
copoeia, revised annually by representatives of the 
industry and of the medical profession. In prepar- 
ing the definitions and standards which appear in the 
food regulations, the Department of Agriculture 
maintains close co-operation with the industries in 
volved. The statements of our business codes are 
of interest in this connection. High ethical stand- 
ards in an industry may do much to reinforce the 
law and relieve the Government from police duty. 
Take the Pharmaceutical Manufacturers: “We be- 
lieve it is the unquestioned obligation of each and 
every pharmaceutical manufacturer to manufacture 
medicinal preparations only under proper conditions 
and of established value, pure and accurate in com- 
position, and true upon and to their label.’”? The 
new code of the American Drug Manufacturers’ As- 
sociation is concerned almost wholly with the evil 
of misbranding. The Biscuit and Cracker Manufac- 
turers pledge themselves “to comply with the food 
laws, both state and national, and to co-operate 
freely with the officials charged with their enforce- 
ment.”? A member of the American Bottlers of 
Carbonated Beverages agrees “to use nothing but 
the purest of standard ingredients in the manufac- 
ture of my products; bottle same in sterile con- 
tainers, and to use such crowns or labels as to show 
the real contents of my beverages.”* The Connecti- 
cut law for the regulation of bottled beverages was 
prompted by the state bottlers’ association. 
? Codes of Ethics, 425, III:a. 


®Td., 48:4. 
‘7d., 57:3. 
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Among the unfair practices condemned by the Ice 
Cream Manufacturers are: “The use of any in- 
gredient not known to be wholesome or used as an 
adulterant. The sale of any article as a food prod- 
uct or as an ingredient in a food product which be- 
cause of its own nature or method of manufacture, 
or for any other reason, is in violation of local, State 
or Federal food laws. The use of any untrue or 
misleading statement, either verbally or in writing, 
concerning advertising, labeling or butter fat con- 
tent or materials used, or place of manufacture or 
origin.”® We may put here the list of bad practices 
in the damnatory index of a related industry, the 
International Association of Milk Dealers: 


1. Untrue statements regarding the matter of pas- 
teurization and B. F. Content of milk or cream. (a) 
Such as claiming pasteurization for milk that has not 
been heated to at least 142 degrees F., and held at that 
temperature for at least thirty minutes. (b) Such as 
claiming the B. F. Content in excess of actual test. 

2. Claims as to source of supply that cannot be sub- 
stantiated. 

3. Claims of certain virtues or benefits as to its use 
that cannot be substantiated. 

4. To extend the cream line by the use of homogeniz- 
ing or emulsifying of the cream or any other artificial 
process. 

5. Distribution of samples of a better grade than the 
products they are supposed to represent.° 


The regulation of candy has been more difficult, 
on account of the number of producing establish- 
ments, and the ease with which adulteration may 

®Td., 244:1-3. °Id., 136. 
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be practiced within the letter of the law. Cereals, 
for example, may be substituted for cocoanut. The 
product is perfectly wholesome; it tastes the same. 
If given a fancy name, and not called cocoanut 
candy, the practice is legal. But it may not be 
ethical. The code of the National Confectioners’ 
Association, made up of about 700 wholesale manu- 
facturers, says: “It shall be considered an unfair 
trade practice for any manufacturer to use any kind 
of raw materials, colors or flavors, which contain 
deleterious substances and which do not in every 
respect comply with the requirements of the Federal 
Pure Food and Drugs Act. . . . It shall be considered 
an unfair trade practice to use inferior, poor quali- 
ty, raw materials, colors or flavors, which would 
lower the standard of quality and purity of the 
finished product.”* The Associated Retail Con- 
fectioners, with a membership of 250 manufacturing 
retailers, who sell all or part of their product direct 
to the consumer, have not adopted a formal code. 
The association, however, maintains a definite stand- 
ard of “Pure Candies and Superior Service.” Rep- 
utation along these lines is their trading argument. 
The member who fails to live up to the standard 
is automatically eliminated by the buying public. 

The organization of the National Canners’ Asso- 
ciation, in 1908, was prompted by a desire to im- 
prove trade conditions and establish confidence in 
canned foods. The founders realized that, if the in- 
dustry was to expand, such expansion must rest on 
the scientific improvement of canning methods. 
Today their product is not a luxury, but a neces- 


idle. 
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sity to life. And the organization has been directly 
responsible for the change in the attitude of the 
public toward canned foods.2 That this statement 
is not overdrawn, will be seen from a glance at some 
phases of the association’s work. The members are 
required to comply with the provisions of a detailed 
sanitary code. The association maintains a gen- 
eral committee on Definitions and Standards, with 
special committees on individual commodities. 
When one buys a can of No. 3 tomatoes, one will 
receive 33 ounces of good tomatoes, packed under 
sanitary conditions. The difference in the three 
grades— fancy, choice and standard — depends 
largely on the brightness and uniformity of color, 
and the proportion of whole tomatoes or large 
pieces. The Research Laboratory, established in 
1913, determines the time and temperature neces- 
sary for the preservation of various foods, and in- 
vestigates the causes of spoilage and of abnormal 
colors or flavors. A study of botulism, or so-called 
ptomaine poisoning, was undertaken by four.of the 
leading universities. The association bore the ex- 
pense. An effective method has been worked out 
for overcoming this danger in canning. Whenever 
a report comes of a case of illness that is alleged 
to be due to canned food, the association at once 
starts an investigation to find out the facts. In a 
large majority of cases, the charges have been found 
to be entirely groundless. Many of them are due to 
ill-will or blackmail. An attempt is made to secure 


* Address by Royal F. Clark, at 18th convention, Jan. 26, 1925. 

°Harry M. Loomis, The Canning of Foods, N. C. A., Washing- 
ton 1925, pp. 37 and 50. A brief code of ethics, embodying these 
principles, was adopted May 26, 1925. 
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correction of erroneous newspaper reports of such 
cases. But if illness has really been caused by 
eanned food, they want to know it. 

As waxed paper is a “food product” in the sense 
that, as wrapping, it is placed in actual contact with 
food, the American Waxed Paper Association has re- 
cently adopted the following standard: “All paraf- 
fine wax used in the manufacture of waxed paper 
used for food products shall be fully refined, odorless 
and tasteless. The quality of wax now made and 
commonly shipped in barrels, does not meet these 
specifications.” 

Outside of food and drugs, little has been at- 
tempted in the way of government regulation. 
Disagreement between producers and manufac- 
turers has thus far prevented the passage of a truth- 
in-fabrics law, such as is used effectively in Great 
Britain. The Federal Trade Commission has 
stepped in occasionally to check misbranding. It 
may be well to cite two notable decisions, which il- 
lustrate principles of business ethics now generally 
accepted. In the case of the Winsted Hosiery Co., 
products were advertised as merino wool, when they 
contained only a small percentage of wool, in some 
brands as low as one tenth. The decision was based 
on the ground that the practice constituted an un- 
fair method of competition as against manufac- 
turers of all wool knit underwear, and as against 
manufacturers of mixed wool and cotton underwear 
who branded their product truthfully. The’ Su- 
preme Court said, in reviewing this case: “The fact 
that misrepresentation and misdescription have be- 
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come so common in the knit underwear trade that 
most dealers no longer accept labels at their face 
value does not prevent their use being an unfair 
method of competition. A method inherently un- 
fair does not cease to be so because those competed 
against have become aware of the wrongful prac- 
tice.” 1° It might be well to add that the code of 
the Knit Underwear Manufacturers. states that 
“misnaming of goods as regards the materials of 
which they are composed, their quality, their 
method, or place of manufacture or origin is unethi- 
cal.’*4. This association has taken definite meas- 
ures, not only for the correct labeling of goods, but 
for the standardization of sizes. 

In the case of the Plomo Specialty Manufactur- 
ing Co., one of the products was branded as “sec- 
ond-run” turpentine, when it contained 30 to 40% 
turpentine, and 60 to 70% mineral oil of low grade; 
another as “‘second-run” linseed oil, consisting of 
45% linseed oil, 10% turpentine, and 45% mineral 
oil. There was no question of misbranding or di- 
rect deception. The firm stated in its advertising 
matter that the articles were not pure products, and 
were not recommended for medicinal purposes. 
The Commission found, however, that “second-run” 
turpentine or oil was not commercially known. The 
firm was ordered to cease and desist from using the 
term for their mixtures or applying it “in any way 
which may tend to lead the purchasing public to 
believe that such adulterated products to which the 


*° 42 Supreme Court 384, Apr. 24, 1924; F. T. C. Decisions, IV, 
610. 
® Codes of Ethics, 276, V: 5. 


COMMERCIAL HONESTY 101 


term ‘second-run’ are applied are pure and unadul- 
terated.” 1? 

Much of the housecleaning that has been going 
on has been due to the trade associations. In fact 
the reform of abuses has been prompted partly by 
the fear that, if the industry did not regulate itself, 
such regulation would be attempted by legislators 
who knew nothing about the problems of the busi- 
ness. Control from within, if it can be secured, is 
always safer, wiser and more thorough than control 
from without. “Business should render restrictive 
legislation unnecessary through so conducting itself 
as to deserve and inspire public confidence.” *° 

To refer again to the Paint industry, adulteration 
used to be a common practice. It was impossible to 
buy pure ready-mixed paint, and much the same 
was true of turpentine and linseed oil. Paint pack- 
ages were generally short weight. Conditions were 
so bad that various States passed formula laws, be- 
ginning with North Dakota in 1905. The manufac- 
turers at first resisted such outside regulation as © 
unnecessary. When it became inevitable, they 
sought to have the laws made uniform and reason- 
able. Gradually the evils complained of have been 
eliminated, as far as the organized industry is con- 
cerned. Higher ethical standards in the paint and 
varnish industry have been reinforced by the police 
work of the Unfair Competition Bureau. Paint or 

2 F.T.C. Decisions, II, 195. Reference should also be made to 
the Trade Practice Submittals adopted by various industries, 
some of them unorganized, at the request of the Commission. 
Examples are given in Codes of Ethics, 417, 445; and see F. T. C. 


Trade Practice Submittals, July 6, 1925. 
18 Chamber of Commerce of U. S., id., 78:15. 
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varnish from a reputable firm is now full weight, 
pure quality, true to label, and free from extrava- 
gant claims as to performance. The three associa- 
tions in the industry maintain a large laboratory, 
where research work is conducted on raw materials, 
methods of manufacture, and the durability of fin- 
ished products. Wastes have been eliminated, and 
costs of production reduced. Trade names and 
descriptions are standardized. Today right think- 
ing men can once more take pride in the paint and 
varnish industry.* 

While we are on the subject of laboratories, the 
Laundry owners, one of our most progressive asso- 
ciations, found that claims were constantly being 
brought against the power laundries for damage to 
textiles. As they wanted to do the right thing by 
the public, as well as by themselves, they have em- 
ployed chemists to make tests of the quality of tex- 
tiles. If the damage is the fault of the laundry, the 
laundry is ready to pay for it. If it is due to the 
inferior quality of the goods you have sent to the 
laundry, they will prove it to you by chemical tests 
in their laboratory at the Mellon Institute, Pitts- 
burgh, and expect you to stand the loss. Honesty 
works both ways. As stated in the code to which 
each member is required to subscribe: “I respect the 
confidence placed in me by entrusting to my care 
property which it is my duty to treat with due re- 
gard for its preservation, hygiene and sanitation, as 
developed by the research work of our Service Bu- 
reau, and to return this property to its rightful 


“Year Book, Paint Mfrs. Assn., 1925; Ernest T. Trigg, in 
Cooperative Competition, 1922, 47. 
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owner. If I fail in any of these, it is then my duty 
to the Public, to my fellow craftsmen and to this, 
my Association, to make just restitution.” 

The Grain Dealers have taken a strong stand for 
the sale of grain that is fully up to sample.** The 
Hardwood Lumber Association employs inspectors 
to see that its grading rules are enforced. Variation 
in the thickness of ordinary boards has long caused 
trouble to the carpenter, professional or amateur. 
As there was no fixed allowance for planing, the 
tendency was to make them thinner and thinner. 
On the initiative of the National Lumber Manufac- 
turers Association, American lumber standards were 
drafted, and became effective July 1, 1924. What 
was formerly called by courtesy an inch board, is 
now known as standard, and is 25/32 of an inch 
thick minimum, when dressed and dried. Extra 
standard is a little thicker. As the secretary of the 
association has said: “When standardization be- 
comes fully effective it will absolutely abolish ca- 
veat emptor from the whole American lumber busi- 
ness. The most inexperienced buyer will have only 
to demand standard or extra standard lumber and 
he will get as good quality as the shrewdest and 
most experienced professional buyer. Or if he does 
not he will have full recourse for satisfaction or 
compensation.” *7 

The Folding Box Manufacturers say: “We shall 
not take advantage of the customer’s lack of knowl- 


* Codes of Ethics, 278: 4. 6 Td., 206: 10. 

“WH. H. Naylor, “Influence of the Trade Assn. on the Ethical 
Standards of Industry,” Proceedings Am. Trade Assn. Executives, 
1924, 74f. Other examples of the improvement in ethics due 
to standardization are given in this paper. 
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edge and shall not furnish any grade of material 
which is inferior in quality to the grades specified by 
the customer.” 1® A clause of this sort is somewhat 
common in codes of business practice. 

The code of the Southwestern Ice Manufacturers’ 
Association contains this attractive article: “Hon- 
esty in weights, courtesy and prompt deliveries be- 
ing absolutely essential to the operation of our 
business, we will in the future give to this greater 
consideration in the creation of a system that will 
remove the short-weight evil in this department of 
our business.” 72 On an ice house near my home is 
the sign: “This warehouse is pledged to the stand- 
ards of the National Association of Ice Industries.” 
Although this body has not yet worked out detailed 
standards of ethics, the obligation to purity, full 
weight and good service is recognized on the official 
seal. 

The subject of Credit and Contracts will be taken 
up in the next chapter. Some miscellaneous stand- 
ards of commercial honesty may be given here. 
They are a refreshing contrast to the lying and de- 
ceit which were so common in a former generation; 
for evidence of this, one has only to read the testi- 
mony in early anti-trust cases.”° 

The advertising group, large as it is, has no mo- 
nopoly of the emphasis on truth in business rela- 
tions. I have found reference to it in no less than 
60 codes. The written and the spoken word are to 


* Codes of Ethics, 409, IV:2. id aeoo as 

*'The Wells-Whitehead Tobacco Co., a subsidiary of the 
Tobacco Trust, but operating as a bogus independent, advertised 
its product as “independent, anti-trust, union-made cigarettes.” 
W.4H.S. Stevens, Unfair Competition, 23. 
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be synonymous. The salesman is not to misrepre- 
sent goods. Accuracy, as defined by the Restau- 
rant code, is “not only the absence of actual mis- 
statement, but also the presence of any facts which 
will prevent the hearer or reader taking a wrong 
inference or making an incorrect deduction.” 7 In 
purchasing, it is frequently stated that no mislead- 
ing statements are to be made in order to secure 
lower prices. It would be well if the general public 
lived up to that standard. 

The new code of the Insecticide and Disinfectant 
Manufacturers forbids the sale of combination lots 
with prices transposed to mislead the buyer; and 
any sales method creating a false impression of 
forced price concessions.”” 

In accounting practice, the dissemination of 
false cost sheets is condemned. Also the charging 
of items to improper accounts, in order to conceal 
the fact that a rebate has been granted.” Fic- 
titious invoices come in for attention. It is unethi- 
cal to comply with a customer’s request to bill goods 
to him at a certain price, when you are really charg- 
ing him a lower price.** 

In many lines of association work, such as pub- 
lic accounting, title searching, or the publication of 
directories, honesty is part of the members’ stock in 
trade. Deceit or error undermines their services 
to the public, and will subject one to discipline if 
due to wilfulness or negligence. 


21 Codes of Ethics, 469, VI: 16. 

2 Adopted June 19, 1925, art. 7. 

Codes of Ethics, 250:22 (Ice Cream Supplies); 419:13 
(Petroleum Marketing). 

4 Td., 436: 11 (Plumbing Supplies) ; 302: 26 (Leather) 


106 THE ETHICS OF BUSINESS 


The Optometrists say that it is unprofessional 
and unethical to promise cures or benefits from 
lenses. They will do as well as lies within their 
power to correct errors of vision, but with the hope 
and not the assurance of relief. They are not to 
advertise in such a way as to lead the public to sup- 
pose they have had a medical training when this is 
not the case. “But it is not unethical,’ the code 
goes on, “to permit himself to be styled ‘doctor’ by 
his patrons.” > One of my literary friends has been 
somewhat troubled by the tendency of people to 
attach Doctor to his name, a title he has never at- 
tained. After reading that clause in the Opto- 
metrists’ code, he felt better. 

The National Food Brokers claim that “absolute 
fairness and honesty to both buyer and seller is the 
best capital a Broker can have.” 7° A’ number of 
associations take the same stand as the Commercial 
Fixture Manufacturers: “That the purchasers of 
the product of our factories should be impressed 
with the fact that the manufacturers in this line of 
business are trustworthy and honest and can be 
trusted to carry out any agreement and that they 
can safely place work with them without competi- 
tive bidding and be assured of first class workman- 
ship, fair treatment and a reasonable price.” 27 _ 

* Td., 400:28, 35. 


%7q., 212:2. 
7 Td., 109:7. 


CHAPTER VIII 
CREDIT AND ConTRACTS 


ODERN business is built on credit. It is car- 

ried on by borrowing, by the exchange of 
promises to pay in the future. The term itself im- 
plies mutual trust. The extent to which credit is 
used is a witness to the standard of honesty that 
has grown up in the business world. Merchants 
have discovered that it pays to have a reputation 
for integrity and fidelity, for on this depends their 
credit rating, the terms they can secure, the cost of 
doing business, and in many cases the difference be- 
tween success and failure. There is nothing which 
the reputable firm guards so carefully as its credit 
standing. As the losses sustained on credit opera- 
tions must be charged up to the honest borrowers, 
raising the general level of honesty is to the ad- 
vantage of business as a whole.? 

The granting of credit has grown to such large 
proportions that banks and manufacturing concerns 
maintain special credit departments, whose function 
it is to investigate the standing of firms asking for 
accommodation. Mercantile agencies, like Dun 
and Bradstreet, offer their services to make investi- 
gations, and publish for their clients annual reports 
covering the entire country. The merchants in 
every important community support local credit 


1 James E. Hagerty, Mercantile Credit, Holt 1913, 99. 
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bureaus. Many trade associations arrange for the 
exchange of credit information between their mem- 
bers; some of them also operate collection agencies. 
The industry is thus able to co-operate with the 
banks in preventing inflation of credit, and in weed- 
ing out the professional dead-beat. Risks are re- 
duced, and capital saved for productive enterprises. 
And the education of the members in sound credit 
practice makes for better business ethics within the 
association. 

The commercial Credit Men of the country have 
formed a national association, with active local 
branches. Canon 10 of the code will give a good 
idea of their standards: 


Our credit system is founded on principles, the under- 
lying elements of which are co-operation and reciprocity 
in interchange. When ledger and credit information is 
sought and given in a spirit inspiring mutual confidence, 
a potent factor for safety in credit granting has been 
set at work. 

The interchange of ledger and credit information can- 
not fulfill its best and most important purposes unless 
guarded with equal sense of fairness and honesty by 
both the credit department that asks for the information 
and the credit department that furnishes it. 

Recognizing that the conferring of a benefit creates an 
obligation, reciprocity in the interchange of credit in- 
formation is an indispensable foundation principle; and 
a credit department seeking information should recipro- 
cate with a statement of its own experience in the ex- 
pectation of getting the information sought; and a credit 
department of which information is sought should re- 
spond fairly and accurately because the fundamentals of 
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credit interchange have been observed in the manner 
the request was made of it. 

Failure to observe and defend this principle would 
tend to defeat the binding together of credit grantors 
for skillful work—a vital principle of the credit system 
—and make the offending department guilty of an unfair 
and unethical act.? 


The Robert Morris Associates, made up of banks 
and commercial bankers selected from the above 
organization, open their Credit Department Ethics 
with these sentences: “The first and cardinal prin- 
ciple in credit investigation is the sacredness of the 
replies. Any betrayal of the confidence implied 
when credit information is given brands the offen- 
der unworthy of consideration or confidence.” Sim- 
ilar standards have been adopted by the Retail 
Credit Men’s National Association.® 

The members of the National Association of 
Credit Men have much to do with cases of insol- 
vency. Let me quote further some parts of their 
code which deal with what: may be termed business 
honor: 


Canon No. 3—To punish and expose the guilty is one 
thing; to help the unfortunate but innocent debtor to rise 
is another; but both duties are equally important, for 
both duties make for a higher moral standard of action 
on the part of business men. 

Canon No. 4—In times of trouble, the unfortunate 
business man has the right to appeal to his fellow busi- 
ness men for advice and assistance. Selfish interests 
must be subordinated in such a case and all must co- 


2 Codes of Ethics, 128:10. 
*Td., 130; 132 ff. 
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operate to help. If the debtor’s assets are to be adminis- 
tered, all creditors must join in co-operating. To fail 
in such a case is to fall below the best standards of com- 
mercial and association ethics. 

Canon No. 7—It is always improper for one occupy- 
ing a fiduciary position to make a secret profit there- 
from. A member of a creditors’ committee, for example, 
may not, without freely disclosing the fact, receive any 
compensation for his services, for such practices lead to 
secret preferences and tend to destroy the confidence of 
business men in each other. No man can serve two 
masters. ; 

Canon No. 8&—The stability of commerce and credits 
rests upon honorable methods and practices of business 
men in their relations with one another, and it is im- 
proper for one creditor to obtain or seek to obtain a 
preference over other creditors of equal standing from 
the state of an insolvent debtor, for in so doing he takes, 
or endeavors to take, more than his just proportion of 
the estate and therefore what properly belongs to others. 


In this connection an interesting example of con- 
structive credit work may be cited. The dress 
manufacturers, who make up the Associated Dress 
Industries of America, are in the long run depend- 
ent on the retailers who supply an outlet for their 
products. When a retail merchant becomes finan- 
cially embarrassed, he is likely to be forced into a 
receivership by the more insistent creditors and by 
the bankruptcy lawyers who fatten on this class of 
cases. The expense of administration is heavy. 
The creditors get little, the retailer usually nothing. 
A possible good account has been killed for many 
manufacturers. The Associated Dress Industries 
have therefore adopted the following policy. If a 
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merchant is in difficulty, he is invited to communi- 
cate with their office. The case is carefully investi- 
gated. Where the retailer is dishonest, he is en- 
couraged to go out of business. Where, on the other 
hand, he is found to be worthy of help, assistance is 
secured in the way of extension of credit, and suf- 
ficient stocks of merchandise to carry him along. 
The association then gives the retailer expert advice 
in the planning of his business, both on financial 
and merchandising lines. This service, which only 
the largest stores could afford to buy, is rendered 
gratis. In some cases he receives active assistance 
in management until he can get on his feet. Sev- 
eral thousand merchants have come to the associa- 
tion with their problems. Probably ten per cent of 
these would have failed, without the support and 
assistance given.* ad Be 

We now turn to the subject of Contracts. As 
every transfer of merchandise, money or service in- 
volves a contract, expressed or implied, mutual con- 
fidence and fidelity are quite as necessary as in the 
matter of credit. In some of the older industries, 
trading is largely regulated by trade customs, es- 
tablished through long usage. In other lines of 
business conditions are still more or less chaotic. 
There is no agreement as to trade terms. The lack 
of a recognized procedure opens the way to dis- 
honesty, misunderstanding and litigation. Business 
dealings are rendered slower and more expensive.” 

The associations have been working on uniform 

“Interview with David N. Mosessohn, Printers’ Ink, Apr. 26, 
1923. 


> Franklin D. Jones, Trade Assn. Activities and the Law, 212 ff., 
J. Geo. Frederick, Book of Business Standards, revised ed., 117 ff. 
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trade rules and forms of contract. The elaborate 
Code of Standard Practice of the American Institute 
of Steel Construction deals entirely with the physi- 
cal conditions of the industry. Questions of ethics 
are not included. It was felt that when contracts 
between buyer and seller were based on accepted 
definitions, the serious variations in ethical practice 
would correct themselves naturally. It would be 
more difficult for irresponsible parties to force re- 
sponsible parties to lower their standards in order 
to meet competition. 

The matter of fair bidding has received consid- 
erable attention. From the purchasing end, a 
number of trade associations take the same stand 
as the Gas Products Association: ‘‘The seller who 
offers a lower price for equal quality and quantity 
shall get the order; it shall not be given to his com- 
petitor at the same figure.”’® At the selling end, 
the problem is viewed from a different angle. Fair- 
ness to other bidders becomes the dominant consid- 
eration. Thus the Monumental Granite Producers 
say that “producers should consider the initial low 
bidder entitled to a contract, and decline to change 
prices once quoted unless changes in the quantity of, 
or the specifications for the work in question have 
been made.’* The San Antonio Builders’ Ex- 
change adds: “The low bidders shall not have any 
other advantage than legitimately results from their 
bids, and any competitor shall have the right to 
take the contract if tendered him, at the price bid 


®Codes of Ethics, 199, 11:2. 
*Td., 872:3. Now known as the American Granite Assn. 


CREDIT AND CONTRACTS 113 


by him.” ® The Wisconsin Municipal and Highway 
Contractors take a stand against the practice of 
bidding on contracts, where the contractor does not 
need the work, and is not ready to start and push it 
to completion.® The position of the Marble Deal- 
ers is probably representative of modern business 
ethics. They say that a marble contractor who has 
been awarded a contract in accordance with his bid, 
“should accept it and do the work, even though it 
involves a loss due to changed conditions or his own 
mistake.” “Fair dealing,” according to this asso- 
ciation, “requires that a general contractor should 
award the sub-contract to that bidder on the sub- 
line whose figure he has used in his own estimate 
upon which he secured the general contract.” ? 

In many codes of business ethics there appears 
a similar series of provisions in regard to the mak- 
ing and executing of contracts. They originated 
with the Restaurant code, and suggest some of the 
unfair practices which trade associations are seeking 
to correct: 


1. Contracts shall be so made that all of the parties to 
the contract are mutually benefited. 

2. A contract shall be simple in offer and acceptance, 
sufficiently formal to be valid, with the considerations 
concisely expressed and with an object unquestionably 
legal. It should avoid obscure language, useless verbiage, 
and the inclusion of so-called “joker” clauses. 

3. Never sign a contract without reading and fully 
understanding it. 

® Code of Apr. 4, 1923, art. D. 


°Code of Jan., 1925, art. 6. 
2 Codes of Ethics, 238: 11; 326: 3. 
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4. Restaurateurs shall refuse to sign a contract the 
provisions of which are not mutually beneficial. 

5. The terms of the contract shall be carried out ac- 
cording to the spirit as well as the letter of the agree- 
ment. 

6. The word-of-mouth contract is as valid as the 
written contract and must be faithfully carried out. 

7. Restaurateurs shall always uphold the honor and 
integrity of their trade by faithful performance of all of 
the provisions of the contracts, both written and verbal, 
which they make, or which are made by authorized 
agents in their employ. 

8. Specifications accompanying a contract shall not 
only state the quantities, qualities and a complete de- 
scription of articles specified, but also clearly define the 
trade terms or trade names and customs understood to be 
part of the specifications. 

9. It is unethical to cover possible oversights and 
errors in either contracts or specifications by indefinite 
clauses or clauses which are capable of two interpreta- 
tions.14 


It is refreshing to turn from this rather formal 
language to the free and easy manner of the Shoe 
Finders Code of Ethics, adopted in 1923 by the Na- 
tional Leather and Shoe Finders Association. “He 
should never sign a contract without reading and 
fully understanding it, but after having done so, 
should stick to the agreement and deal with his . 
associates in a manner that will command trust and 
confidence. It is essential that we prove ourselves 
as honorable as we would have our associates in all 
transactions. Remember this: ‘Never make a con- 
tract that is one-sided. If it is so made as to favor 

"7d., 470. 
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you, he will kick it over. If it favors him, even 
while you keep it, you will want to kick it over’. 
Save your time and temper. Good, fair contracts, 
that are just to both parties, make good friends. 
Such contracts live long, and are friendship binders 
and peace makers.” 7” 

The enforcement of contracts is necessarily a mat- 
ter of business honor. The expense of a suit at law 
would in many cases more than eat up the profit on 
the transaction, besides creating bad feeling. More 
and more business men are tending to settle their 
differences out of court. Many of the trade asso- 
ciations have developed machinery for arbitration 
between members, and between members and their 
customers. The Automotive Equipment Associa- 
tion says: “Arbitrate differences—The Association 
has every facility—Keep out of the courts.” 4% The 
Electragists: “Differences arising between the con- 
tractor and other parties on a contract are to be 
subject to and settled by arbitration.”** The 
Motorcycle code closes with a section which has 
been copied by the Knitted Outerwear Association: 
“The spirit underlying all dealings between the 
various factors in the industry should be one of 
courtesy, co-operation and consideration. Disputes 
which may arise shall be dealt with in a conciliatory 
and broad-minded way, and shall be disposed of, 
whenever possible, by arbitration. Not only shall 
legal obligations be adhered to but moral considera- 
tions shall be respected and observed... .”* This 
is in line with the Council of Arbitration of the four 
shoe and leather associations. Procedure is guided 


* Id., 300:10. * Td., 38:3. MI AD6 Do 727 id. 38; 
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by principles of equity and fairness, technical or 
legal points not being allowed to prevail against the 
establishment of an equitable claim.1* The de- 
cisions under such a system supply an excellent 
basis for a code of business ethics.‘7 According to 
the Mills Law, passed by Congress in 1925, a writ- 
ten agreement to arbitrate is enforceable by the 
United States district courts, if it involves interstate 
commerce. 

Arbitration machinery was set up in the Motion 
Picture industry in 1923, to handle the frequent 
disputes between distributors and theatre owners. 
In the first year and a half, over 6,000 cases were 
settled, at an estimated saving in legal fees and 
costs of more than $1,500,000. Only two of these 
cases were afterward taken into court. The adep- 
tion of the Uniform Exhibition Contract has ap- 
preciably lessened the work of the arbitration 
boards. The play date for which the theatre owner 
is to receive his picture is definitely specified. As 
a consequence, theatre owners do not overbuy in 
order to keep their competitors from getting good 
products. On the other hand, salesmen do not at- 
tempt to sell theatre owners on the theory that 
they can discredit contracts already executed. The 
uniform contract includes an agreement to arbitrate 
differences. “Both the exhibitor and distributor 
know that these joint boards of arbitration will not 
tolerate sharp practices or shady methods, and ex- 
hibitors and distributors alike do not relish being 


** Proceedings Am. Trade Assn. Executives, 1922, 172. 

™ See, for example, the summaries of over 200 cases handled by 
the Silk Assn. of Am. during the past 25 years, as given in their 
annual reports. 
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called before one of these joint boards of arbitra- 
tion for a review of their business methods.” #8 

A fine example of contractual honor is found in 
the great stock and produce exchanges. In the 
wheat pit at Chicago, a member will call out an of- 
fer. If another broker in the crowd holds up his 
hand, with the fingers, by a recognized sign man- 
ual, indicating acceptance, it is a contract, accord- 
ing to the ethics of the pit. Thousands of dollars 
worth of grain may be involved, and the market 
may go up or down in the next few minutes. But 
such contracts are never broken. By the rules of 
the Board of Trade, a member who violated an 
agreement would be suspended until satisfactory 
adjustment of the obligation was made. Attempts 
at extortion or “any dishonest conduct’, which in- 
cludes specifically the making or reporting of a 
false or fictitious purchase or sale, will be visited by 
expulsion. A new amendment creates a Commit- 
tee on Business Conduct, with broad powers. “If 
as the result of any investigation, the Committee 
finds that a particular course of conduct is, or there- 
after would be, unfair or unjust, or in violation of 
the law or the rules of the Association or calculated 
to impair the good name of the Association, the 
Committee shall notify the member in writing of 
its conclusions, and direct such member to desist 
from such past or proposed conduct.” Their find- 
ings and conclusions are final and without appeal.’® 


* Kirk L. Russell, “Arbitration in Business Disputes,” Kiwanis 
Mag., Feb., 1925, 73. 

” General Rules, IV:9, and amendment to IV:24, adopted Oct. 
9, 1925. The New York Stock Exchange bans any “conduct or 
proceeding inconsistent with just and equitable principles of 
trade,” Constitution, XVI:5. 
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The retailer’s arbitrary treatment of discount ac- 
commodation has proved extremely exasperating. 
An order is accepted at 2 per cent ten days, the 
usual terms in many trades, and the merchant de- 
ducts the cash discount from his bill although he 
takes twenty days to pay. When this happens, an 
attentive ear could detect the sounds of friction in 
the commercial machine. The credit men, by com- 
paring experiences, have been able to check this 
practice to some extent. But the real remedy lies 
in the education of retail merchants in the matter of 
business honor. The Western Association of Nurs- 
erymen says: “Cash discounts will be taken only 
when payment is made within the time limit.” 
Similar provisions are found in the codes of the 
Hardware Dealers, Jewelers, Restaurants and Re- 
tail Lumbermen.”° ; 

Another frequent source of dispute is the matter 
of claims for damage, shortage, or inferior quality. 
The provisions of the retailers’ codes are similar to 
those in the last section. Several associations make 
a point of reporting over-count as promptly as 
under-count. The manufacturers’ codes begin to 
reflect the change which has been taking place in 
the policy of claim departments.*! 

One of the commonest breaches of contract is the 
cancellation of orders. After the War, when prices 
began to drop, a wave of cancellations swept over 
the country, leaving manufacturers with stocks of 
high priced goods that had been produced to meet 
bona fide orders. Several of the codes take a strong 


” Codes of Ethics, 386: 2; 224: 8; 258:2; 464, II: 12; 321, II: 9. 
See ante p. 59. 
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stand on this matter. The Hardware Merchant’s 
Ethical Code says: “He should place merchandise 
orders in good faith. No circumstance justifies or- 
dering beyond anticipated needs, in the expectation 
of cancelling, giving an order for immediate con- 
venience without intention of actually owning the 
goods involved, or refusing to accept goods pur- 
chased by him and shipped to him in good faith.” 

The new Code of Ethics for the Furniture Indus- 
try is of special importance as a joint standard of 
manufacturers and retailers: “It shall be consid- 
ered unethical on the part of the buyer or seller to 
cancel an order taken in good faith, without good 
and sufficient cause and then only by mutual con- 
sent. This shall also apply to hold orders. The 
practice of hold orders should be discontinued.”* 
The United States Independent Telephone Associa- 
tion says: “An order once placed and accepted is 
not subject to cancellation, except for a change in 
circumstances, and in no case because of a decline 
in prices or the opportunity to buy more cheaply.” * 
The finest statement is that of the National Associa- 
tion of Credit Men: “The pledged word upon which 
-another relies is sacred among business gentlemen. 
The order for a bill of goods upon which the seller 
relies is the pledged word of a business man. No 
gentleman ‘in business, without a reason that should 
be satisfactory to the seller, may cancel an order. 
He would not ask to be relieved of his obligation 
upon a note or check, and his contracts of purchase 

2 Codes of Ethics, 224:3. Cf. action by Ohio Assn. of Retail 
Lumber Dealers, Naylor, op. cit., 75. 


78 Code of 1924, art. 4. 
*4 Codes of Ethics, 505, I: 4. 
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and sale should be equally binding. The technical 
defense that he has not bound himself in writing 
may avail him in the courts of law, but not of busi- 
ness ethics.” ”° 

While a buyers’ market like that of 1921 put a 
severe strain on the good faith of the retailer, a 
sellers’ market like that of the preceding years was 
a test of the manufacturer’s ethics. Because of the 
abnormal demand for goods and the constantly ris- 
ing prices, the producer had the distributor more 
or less at his mercy. Orders were refused shipment 
unless the merchant was willing to pay a consid- 
erable advance over the price at which the orders 
had been placed. Discounts were arbitrarily 
changed, and delivery arrangements altered at will. 
The experience of these two historic periods, so de- 
moralizing to the ethics of both seller and buyer, 
brought important social gains. For one thing it 
showed the need of mutual understanding and a 
closer relation between associations of manufac- 
turers, wholesalers and retailers.2° Again, most of 
our business codes have been developed since 1920. 
I am inclined to believe that there is a definite 
correlation between unsatisfactory business condi- 
tions and the attention paid to business ethics. 
When an industry is prosperous, it is likely to feel 
less keenly the necessity for standardizing business 
practice. ; 

These constant references to Honesty, even if they 
are often standards to attain rather than laws to 


Tikal, eH hoss. 
**Lew Hahn, “Relations of the Assns. of Mfrs. to those 


of Distributors and Retailers,’ Proceedings Am. Trade Assn. Ex- 
ecutives, 1922, 275. 
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be obeyed under penalty, have a certain cumulative 
weight. Truth and honor are recognized as neces- 
sary in business relations. They are a condition of 
living together in our complex civilization. As ex- 
pressed by the National Association of Retail 
Clothiers and Furnishers: “We admit that the cor- 
ner-stone of Commerce is integrity; that the assets 
of any commercial institution consist of honesty 
and business character first—and after that, service 
and merchandise. . . . The spoken or printed word 
is as binding on performance as an oath in a judicial 
tribunal, as sacred as the personal pledge.” *” 
* Id., 90: 2-3. 


~ 


CHAPTER IX 
PROFESSIONAL ETHICS 


{2 IS not a mere coincidence that the professional 
associations were the first to adopt written codes 
of practice. They were the first vocations to de- 
velop group consciousness and a sense of public 
service. A profession is usually distinguished by 
the fact that its members use for others the knowl- 
edge and training they have acquired, which set 
them apart as a group with special privileges and 
responsibilities. Standards of professional ethics 
grew up partly as a means of preserving this status. 
Not only were the members of the fraternity ex- 
pected to support one another. It was also neces- 
sary to retain the confidence of the employing pub- 
lic. This meant, on the one hand, keeping the 
technical ability of the group on a high plane; on 
the other hand, the discouragement of moral lapses 
and abuses of professional privilege. 

Medicine began as a profession among the ancient 
Egyptians, and passed thence to Greece. The 
quaint oath of Hippocrates, from the early 4th cen- 
tury B. C., shows the existence of a medical guild, 
with carefully guarded secrets and a tradition of 
professional honor.’ The Hippocratic tradition per- 


* Codes of Ethics, 337; Frank Smithies, “Origin and Devel. of 
Ethics in Medicine,” Annals of Clinical Medicine, 3:573, March 
1925; Fielding H. Garrison, Introd. to the Hist. of Medicine, 3rd 
ed., W. B. Saunders, 1921. 
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sisted through the Middle Ages. Medical etiquette 
became almost a science in itself. The charlatan 
and the time-server were common enough, however, 
to supply a standing subject for literary satire. A 
surgeon was on the same plane and often the same 
person as the barber. The local codes of ethics is- 
sued at Paris and other centers, from 1452 onward, 
show the advance of medicine both as a science and 
a profession. 

The first modern standard was that drawn up in 
1792 by a modest but brilliant provincial physician, 
Thomas Percival, for the regulation of practice in 
the Manchester Infirmary. He also had in mind 
the instruction of his own son, who was entering 
medicine. Somewhat didactic, but with a good 
deal of literary charm, Percival’s code formed the 
basis of the earlier standards adopted in America. 
The American Medical Association was organized in 
1846, largely with the object of improving the dis- 
graceful state of medical education. It was an age 
of violent sectarian controversy. As late as 1883, a 
fierce battle raged, with New York as a center, over 
the clause in the Association’s code (1848) which 
forbade consultations with any but “regular” prac- 
titioners. Prominent physicians asked why a writ- 
ten code was necessary among men of honor. 
Standardization of practice in the trade associations 
has been opposed by similar arguments. If there 
were no charlatans in business or in the professions, 
perhaps written codes would not be needed. 

The American Medical Association reorganized in 


2An Ethical Symposium, Medical Ethics and Etiquette from 
the Liberal Standpoint, Putnam, 1883. 
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1901, with the county and state societies as a base. 
Sectarian controversy had largely died away. Tak- 
ing a leaf out of experience, the profession has not 
continued to spread new healing cults by direct at- 
tack. The policy has rather been to outflank them 
by improving medical science and training. The 
Association has been able to check the exploitation 
of the profession by patent medicines and diploma 
mills. It has worked consistently for fewer but bet- 
ter medical colleges. 

The Principles of Medical Ethics, adopted at 
Atlantic City in 1912, is free from the discursive and 
didactic features of earlier standards. It is fairly 
representative of what is regarded as good medical 
ethics. A high sense of public service is expressed. 
“A profession has for its prime object the service it 
can render to humanity; reward or financial gain 
should be a subordinate consideration. The prac- 
tice of medicine is a profession. In choosing this 
profession an individual assumes an obligation to 
conduct himself in accord with its ideals.’ While a 
physician is free to choose whom he will serve, he 
is expected to respond to any request for his assist- 
ance in an emergency. When he has undertaken a 
case, he cannot abandon or neglect the patient be- 
cause he deems the disease incurable, or withdraw 
until another doctor can be secured. Among for- 
bidden practices are advertising, commissions for in- 
struments or remedies, and the prescription or pro- 
motion of secret remedies. “Physicians should ex- 
pose without fear or favor, before the proper medi- 
cal or legal tribunals, corrupt or dishonest conduct 
of members of the profession. Every physician 
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should aid in safeguarding the profession against 
the admission to its ranks of those who are unfit 
or unqualified because deficient either in moral 
character or education.” The evil of contract prac- 
tice is covered by the rule, “It is unprofessional for 
a physician to dispose of his services under con- 
ditions that make it impossible to render adequate 
service to his patient or which interfere with reason- 
able competition among the physicians of a com- 
munity.” To divide a fee is forbidden, unless the 
patient or his next friend is fully informed of the 
transaction. In an epidemic, a physician must 
continue his work regardless of the risk to his own 
health or life, or financial return. “In a word, it is 
incumbent on the physician that under all condi- 
tions, his bearing toward patients, the public and 
fellow practitioners should be characterized by a 
gentlemanly deportment and that he constantly 
should behave toward others as he desires them 
to deal with him. Finally, these principles are 
primarily for the good of the public, and their en- 
forcement should be conducted in such a manner as 
shall deserve and receive the endorsement of the 
community.” * 

After over a decade of use, the code shows some 
notable omissions. The emphasis is on the cure of 
disease, where today it is shifting to prevention. 
The family physician is yielding ground’to the ~) - 
specialist. In 1912 the commercialized clinic was  \ 
largely unknown. Nothing is said of the proper 
amount of the fee or of the method by which it 
should be determined, of unnecessary operations, of 


® Codes of Ethics, 338, 339-40, 345-7. 
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dogmatic conservatism in regard to new methods of 
treatment, of the attitude of the profession toward 
community health centers and sickness insurance. 

In surgery, abuses in certain sections of the coun- 
try became so serious that the American College of 
Surgeons was organized to clean up the profession. 
Its primary attack has been on the practice of fee 
splitting, by which the general practitioner would 
receive a percentage of what was paid to a special- 
ist by the patients he had recommended. ‘The di- 
viding of fees not only encouraged dishonesty and 
the commercial spirit, but led to incompetent and 
unnecessary surgery. As surgeons operate in hos- 
pitals, the control of hospitals was the only feasible 
means of controlling surgeons. To obtain a place 
on the approved list, a hospital must meet the fol- 
lowing minimum requirements:—all physicians and 
surgeons practicing therein to be considered mem- 
bers of the staff; no one to be admitted to the staff 
unless he is competent in his field and worthy in 
character and in matters of professional ethics, fee- 
splitting being particularly prohibited; staff meet- 
ings at least once a month at which all work done in 
the hospital is reviewed; a complete recorded his- 
tory of every case; a laboratory with full scientific 
service. This absolutely bars the old boarding- 
house type of hospital, where the surgeon could da 
what he pleased to his patients. His work must 
now be done with adequate facilities and under full 
publicity, and he is held to strict account for the 
results. 

Members of the American College of Surgeons, 
who are selected only after the most careful scru- 
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tiny, are required to make the following declaration: 
“Upon my honor as a gentleman, I hereby declare 
that I will not practice the division of fees, either 
directly or indirectly, in any manner whatsoever.” 
Some parts of the Fellowship Pledge are worth quot- 
ing: “I pledge myself to pursue the practice of sur- 
gery with thorough self-restraint and to place the 
welfare of my patients above all else. . . . More- 
over, I pledge myself, so far as I am able, to avoid 
the sins of selfishness; to shun unwarranted pub- 
licity, dishonest money-seeking, and commercialism 
as disgraceful to our profession; to refuse utterly all 
money trades with consultants, practitioners or 
others; to teach the patient his financial duty to the 
physician and to expect the practitioner to obtain 
his compensation directly from the patient; to make 
my fees commensurate with the service rendered 
and with the patient’s rights; and to avoid discred- 
iting my associates by taking unwarranted compen- 
sation.” # 

Turning to the Lawyer, the Bar in older countries 
is a learned and dignified profession. In England 
and on the continent, it has come to be a recognized 
branch of the administration of justice, with tra- 
ditions of honor to which each member is required 
to conform. In the United States, this position is 
as yet only partially realized.° 


* Codes of Ethics, 355 ff.; Wm. G. Shepherd, “The New Control 
of Surgeons,” Harpers Mag., Feb. 1924. 

° Charles Warren, Hist. of the American Bar, Little Brown, 1911; 
Julius Henry Cohen, The Law: Business or Profession? revised 
ed., G. A. Jennings, New York, 1924; Henry W. Jessup, “Ethics 
of the Lega! Profession,’ Annals, May, 1922, 16; Herbert Harley, 
“Group Organizations among Lawyers,” id. 33; Am. Bar Assn. 
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In all new communities, the lawyer is likely to 
be held in low repute, and the American colonies 
were no exception. This general lack of respect 
was in part the effect of questionable practices, and 
in part the cause of them. By the Reyolutionary 
period, the need had developed for men versed in 
the common law. The new lawyers, largely the 
product of the English Inns of Court or of the 
American Colleges, were able to live down the early 
prejudice against their calling. They became the 
spokesmen of the people in their struggle with the 
British Parliament. Of the 56 signers of the Dec- 
laration of Independence, 25 were lawyers. The 
bar associations that had come into existence had 
almost complete control over the profession. The 
requirements for admission to practice were often 
higher than in England. Following the Revolution, 
there was a certain revival of the popular prejudice. 
All English-made law was distrusted. Legal terms 
and procedure appeared unintelligible and unneces- 
sary to the ordinary man. The business disloca- 
tions caused an abnormal proportion of suits for 
debt; Shay’s rebellion, for example, was directed 
largely against the courts and the lawyers. But for 
the next sixty years the lawyer in each community 
continued to take rank with the minister and the 
doctor. And it is to the high qualities of the early 
American bar that we owe the remarkable develop- 
ment of our common and statute law. 


Reports, 1907, 1908, 1920; Alfred Z. Reed, Training for the Public 
Profession of the Law, Carnegie Foundation, 1921; Geo. P. Cos- 
tigan, Jr., Cases and Other Authorities on Legal Ethics, West 
Pub. Co., St. Paul, 1917. 
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About the year 1840, democratic ideas began to 
assert themselves in a new form. The normal de- 
velopment of the Bar received a setback from which 
it has not yet recovered. Any intelligent person 
was considered competent to draw legal papers or 
plead before a court. To deny this right was to 
make the profession a dangerous oligarchy. Why 
should not all who chose to do so, be allowed to 
make a living through the practice of law? The 
Maine legislature in 1843—and the casé was by no 
means exceptional—passed a law that “Any citi- 
zen of this state, of good moral character, on appli- 
cation to the Supreme Court, shall be admitted to 
practice as an attorney in the judicial courts of this 
state.” Even where some knowledge of the law was 
required, the examinations were extremely lax. The 
American bar divided into two streams. While the 
better element continued to follow high standards, 
the profession was steadily diluted by untrained 
men,° who followed the law as a trade and had no 
scruples about stirring up needless litigation. In 
spite of the expansion of industry and commerce, 
the profession was seriously overcrowded. Personal 
damage suits and bankruptcy administration of- 
fered a temptation to lawyers of the harpy type. 
And many able members of the bar were willing 
to torture the law in the interest of wealthy clients. 
Popular sentiment had come to regard the lawyer as 
an unprincipled expert. He was at that period 
usually without principles, but whether he was an 


* Largely, in recent years, the product of correspondence courses 
and proprietary law schools of scandalously low grade. 
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expert in anything but trickery was open to 
question. 

It was not until the 70’s that the tide began to 
turn. The movement to restore the prestige of the 
Bar has been one of the finest examples of construc- 
tive crusading in our history. The lawyer in Amer- 
ica has always been considered as an officer of the 
court, admitted under oath. He could be disbarred 
by the Supreme Court of the State for malfeasance 
in office. In practice, this method of discipline was 
seldom used, and only for the most flagrant offenses. 
Adequate policing of the profession must come from 
withm. The American Bar Association was organ- 
ized in 1878, and state and local bar associations 
began to multiply... Though these organizations 
are voluntary and far from inclusive, they have 
worked actively for higher terms of admission to 
the bar. The latest standard calls for a minimum 
of two years’ college training, three years in a prop- 
erly equipped law school, and examination by a 
public body to determine competence and character 
This standard is slowly being approached by the 
various States. Canons of Professional Ethics were 
adopted by the American Bar Association in 1908,° 
and have exerted a wide influence. More and more 
their principles are being followed by the courts in 
disbarment proceedings. The bar associations in 
some of the larger cities have been spending a great 
deal of time and money to investigate complaints 

“In 1878, there were only 8 state and 8 city associations. 

*Based on the code prepared by Judge Thomas G. Jones for 
the Alabama Bar Assn. in 1887, and adopted substantially by 10 


other States. The lawyer’s oath appended to the Canons is 
adapted from that of the Swiss canton of Geneva. 
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of unprofessional practice, and carry serious cases 
through the courts. The guild spirit of standing by 
a fellow lawyer prevents many county organizations 
from doing much in this direction. The profession 
is moving toward inclusive state bar associations, 
with legal standing and disciplinary powers.® 
“Lawyers have been disbarred in New York for 
conversion to their own use of clients’ moneys; for 
fraud upon clients; for collusion with a wife to 
manufacture evidence in favor of her husband to 
enable him to obtain a divorce; for misapplying 
funds received from clients for specific purposes 
(though subsequently refunded after the order of 
the Court to do so); for charging a client for serv- 
ices not rendered; for falsely stating in a suit that 
the plaintiff (the client) was the true owner of cer- 
tain stock, when in fact he was but a dummy; for 
assisting the client to leave the state so as to put 
him beyond the reach of process; for procuring the 
release upon bail of a person held as a fugitive from 
justice and then conspiring for his escape; for using 
a threat of criminal proceedings as a means of 
forcing a compromise of a suit; for trying to secure 
a verdict in favor of his client upon testimony which 
he knew to be false,—although he may not have 
- suborned perjury. . . .; for aiding and abetting. a 
witness in perjury and procuring from an injured 
person apparent authority to commence an action 
where the person was incapable of signing her name 
and apparently incapable of realizing what she was 


®This plan has been carried out by North Dakota, Alabama, 
Idaho and New Mexico, with action pending in other States. In 
parts of New England, the bar associations already have sub- 
stantially this status. 
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doing; for falsely certifying as a commissioner of 
deeds to the acknowledgment of deeds before 
him" 

According to the lawyers’ code, “solicitation of 
business by circulars or advertisements, or by per- 
sonal communications or interviews, not warranted 
by personal relations, is unprofessional. It is 
equally unprofessional to procure business by in- 
direction through touters of any kind.” ** And the 
kinds are many, from the railroad employee who 
tells the lawyer of promising damage cases, to the 
debt collecting agency to which he may subscribe. 
The function of the bar is to meet the demand for 
legal service, not to create it. The rule against the 
solicitation of business is designed “to prevent law- 
yers from becoming a menace to the established 
peace of the Community.” Advertising, beyond a 
mere notice for information, is forbidden for a fur- 
ther reason. It tends to bring the lowest type of 
lawyer to the front. The competent attorney does 
not blow his own horn. The personal service which 
he renders cannot be promoted like merchandise or 
real estate. The only advertisement considered by 
anyone who is seeking an efficient and trustworthy 
counselor is his reputation among other lawyers and 
in the community at large. 

The rather mild statement of the code regarding 
contingent fees, has been made much more ex- 
plicit in the canons of the Boston Bar Association: 
“A lawyer should not undertake the conduct of liti- 
gation on terms which make his right to reasonable 
compensation contingent on his success, except 


Cohen, op. cit., 15. “Codes of Ethics, 286:27. 
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when the client has a meritorious cause of action 
but no sufficient-means to employ counsel unless he 
prevails; and a lawyer should never stipulate that 
in the event of success his fee shall be a fixed per- 
centage of what he recovers or a fixed sum, either 
of which may exceed reasonable compensation for 
any real service rendered.” The reason given is 
that such practices not only tend to promote ground- 
less suits, but also the abuse or betrayal of clients.” 

The campaign of the bar associations to prevent 
untrained persons, such as notaries public, from 
drawing wills and performing other legal services, 
has sometimes been thought of as an effort to pro- 
tect their own emoluments by limiting competition. 
As a matter of fact, these quasi-lawyers create a 
vast amount of litigation for the regular bar, in the 
way of contested contracts and wills. The object 
is rather to protect the public from the results of 
incompetent legal work. 

Engineering is a comparatively new profession. 
Modern inventions require the services of men with 
scientific and technical training along many lines. 
The expert is in constant demand, both for planning 
and supervision. Engineering, however, is not 
clearly defined. It shades off into business on the 
one hand, and the mechanical trades on the other. 
The maintenance of a high professional standard 
has been much more difficult than in Medicine or 
Law. The older organizations, such as the Amer- 
ican Society of Civil Engineers, attempted to do it 
by a restricted membership, admitted on evidence 
of educational and moral fitness. The tendency in 


Canon 13, cited by Cohen, op. cit., 205. 
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other engineering societies has been to admit all 
who were practicing a particular branch, or in some 
cases any branch, of engineering, and raise their 
standards through contact and education. The 
various codes adopted emphasized the obligations 
to one’s employer and to fellow engineers. The 
spirit was that of the guild or fraternity. Thus the 
practices tabooed by the Civil Engineers are ‘“con- 
sidered unprofessional and inconsistent with honor- 
able and dignified bearing.” The Electrical En- 
gineers say that “It is desirable that first publica- 
tion concerning inventions or other engineering ad- 
vances should not be made through the public press, 
but before engineering societies or through technical 
publications.” 

The War brought a recognition of the. nen 
of Engineering in the national life, and left a per- 
manent mark on the spirit and standards of the 
profession. Public service has come to be the dom- 
inant note.’* The code adopted by the Western 
Society of Engineers in June 1917, though it re- 
peats the statement that “the ethical standards of 
the engineering profession should be those of a fra- 
ternity”, goes on to say: “The engineer should rec- 
ognize that he is endowed by the profession and the 
state with specialized knowledge for peculiar ju- 
dicial and responsible public service involving the 
life, safety, comfort and convenience of his own and 
coming generations, and that in response to these 
he should so conduct himself as to be appreciative 
of his indebtedness to his profession for his oppor- 


* Codes of Ethics, 169. 
“See series of articles in Annals, May 1922, 68 ff. 
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tunity and make return by every effort, by a life of 
special usefulness devoid of unseemly greed. . . .” 5 
In 1920 a significant step was taken. “As service to 
others is the expression of the highest motive to 
which men respond and as duty to contribute to the 
public welfare demands the best efforts men can 
put forth, now, therefore, the engineering and allied 
technical societies of the United States of America, 
through the formation of the Federated American 
Engineering Societies, realize a long cherished ideal, 
—a, comprehensive organization dedicated to the 
service of the community, state and nation.” En- 
gineering is defined in the constitution as “the sci- 
ence of controlling the forces and of utilizing the 
materials of nature for the benefit of man, and the 
art of organizing and of directing human activities 
in connection therewith.” This body has already 
carried out comprehensive studies of the problem of 
waste in industry, and of the twelve-hour day. 

One phase of the relation of the engineer to the 
public is not yet covered adequately in any code. 
The technical expert is under constant temptation 
to engage in lobbying or paid propaganda. In par- 
ticular, he may be drafted by large corporate inter- 
ests as a witness in law-suits. In the Texas-Okla- 
homa land case, involving the ownership of oil lands 
worth millions of dollars, the decision hinged on 
changes in the bed of the Red River within historic 
times. To back its case, each side presented an ar- 
ray of scientific authorities. Their testimony was 
ignored by the Court as “conflicting” and “specula- 


% Codes of Ethics, 175: 10. Cf. joint Code of Ethics for En- 
gineers, 164: 10, and unofficial creed of Taylor Society, 171. 
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tive.” In mining litigation, this situation is so 
common that expert testimony has come to be re- 
garded by lawyers as having no more weight than 
“opinion.” 7° 

It is to the interest both of courts and of cor- 
porations to keep expert testimony from depreciat- 
ing in value. One proposal is a change in the stat- 
utes, by which a judge would be allowed to call in 
one or more experts, who would be responsible solely 
to truth and to the Court. In such a ease, the testi- 
mony of ex parte scientists or engineers would have 
so little weight that it would soon cease to be of- 
fered. A simpler remedy lies with the engineering 
profession itself, in the adoption of a canon of eth- 
ics by each association to cover legal testimony by 
its members. A technical expert in any profes- 
sional field, summoned to appear as a witness in a 
suit at law or legislative hearing, should frankly 
state any previous connection with the case that is 
liable to impair or cast suspicion on his impartial 
testimony. He should confine his testimony to 
questions of fact within his knowledge, and avoid 
expressions of opinion which would tend to influ- 
ence the action of the court or legislature. 

Medicine, Law and Engineering have been se- 
lected merely as types. A survey of other mod- 
ern professions would disclose similar standards. 
The sense of public responsibility is especially no- 
table in the associations representing Architecture 
and Journalism. 

*° Isaiah Bowman, “An American Boundary Dispute,” Geograph. 
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CHAPTER X 
BUSINESS AS A PuBiic SERVICE 


(yuk brief study of professional ethics will serve 
to introduce what has aptly been termed the 
professionalizing of business. In increasing numbers 
the trade associations have struck the same note. 
Public service is emphasized in almost every code. 
The secretary of a photographers’ association in 
the West writes me that in the past photographers 
have been considered a joke, but they have great 
hopes from the adoption of the national code, which 
says, among other things: “Having accepted photog- 
raphy as a vocation, the practitioner should, at all 
times and in all places, esteem it an honor to be 
able to say, ‘I am a professional photographer.’ ”* 
This document reflects the attitude of the Rotary 
code: “To consider my vocation worthy, and as 
affording me distinct opportunity to serve society.’ 
The line between a profession and a business can no 
longer be sharply drawn. Like the doctor or the 
engineer, the photographer is employed to render 
personal service to others. And I see no real dis- 
tinction between personal service and _ service 
through the supply of needed merchandise. What 
counts is the spirit animating the particular indus- 


1 Codes of Ethics, 431:2. 
? Td., 361:1. 
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try, whether its emphasis is on mere money-making 
or whether it is on the meeting of social needs. 

In what usually would be classed as public service 
vocations, we find written codes in lines as wide 
apart as the North Dakota Mail Carriers,® the City 
Managers,‘ and the Pennsylvania Water Works As- 
sociation.> The latter states in its preamble, “No 
other public utility affects the lives and business of 
the community with an intimacy equal to that in- 
volved in the supply of water for general public use, 
because it is rooted in and expands from the ideal of 
service. A business that is legally protected against 
competition needs to be ever conscious of its ethical 
duties, untiringly vigilant in the protection of its 
good name, generously just in meeting its every 
obligation.” A similar position is taken -by the Tele- 
phone and Electric Railway associations.® 

This standard is by no means confined to public 
utilities. The idea that the interest of the com- 
munity should be put first lies at the background 
of most of the codes of ethics which we have been 
studying. It is definitely expressed by a surprisingly 
large number. Let me give some typical selections. 
The Associated Advertising Clubs: “It is only when 
business men put the interest of the buying public 
first that they take the best advantage of their op- 
portunities.”” The Kansas State Bankers: “Service 
to the public is the paramount justification for the 
existence of a bank.’® The Oxy-Chloride Cement 
Manufacturers: “To consider the general welfare of 

* Adopted July 29, 1923. ie of Ethics, 506; 449. 
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all of at least equal importance to our own individual 
business advantage. .. To endeavor, by the ex- 
change of ideas of business methods and practice, to 
increase the efficiency of the industry in the render- 
ing of service.”® The Specialty Order, a joint code 
of the Grocery trades: “Ever to be mindful of and 
guided by the fundamental principle that they are 
engaged in a business affected by a great public inter- 
est and serving a paramount public purpose.”’® The 
American Industrial Lenders Association: “They 
shall conduct their business in the spirit of service, 
at charges not exceeding lawful rates, upon repay- 
ment terms adjusted to the income of the borrower; 
they shall at all times dignify the industrial loan 
business so that it will enjoy the confidence and 
approval of the public; they shall promote a better 
understanding between lenders, based upon a re- 
cognition of mutual responsibilities and interdepen- 
dence.’ 

General statements of this character do not take 
one very far. Let us see how the standard of public 
service is being applied to definite situations. The 
student of the trade association finds examples 
thronging him. I have selected those which will 
cover the widest possible range. 

I have had occasion to speak of the revolution in 
the Paint and Varnish industry. When the various 
associations involved had finally pulled themselves 
together and reformed abuses, they cast about for 
a common ground of appeal to the buying public. 
For the attitude of the public toward a product is 
quite as important as factory equipment. They 

°Td., 73 :3-4. © Td., 209. “Code of 1924, II:4. 
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asked themselves why people buy paint and varnish. 
The answer was: surface protection; there was a 
sound economic principle underlying it. So they 
coined the now famous slogan: “Save the surface 
and you save all.” That message, which was used 
in the advertising of every manufacturer, jobber and 
retailer, carried conviction. It awakened a need, 
and opened the way to a corresponding service. The 
slogan has been conservatively estimated as worth 
a million dollars a word to the industry. Sales of 
paint and varnish doubled in three years, and at 
a time of slack business conditions. Advertising did 
it. But they were advertising a service the public 
needed, and, thanks to standardization and research 
work by the industry, they were able to make good 
on the promise of service. The public has been 
educated to the need of preserving wood surfaces; 
the increased sales have meant increased conserva- 
tion of perishable materials. And the attitude of 
the industry itself has been revolutionized. The 
paint dealer feels the self-respect which comes from 
engaging in a movement of great economic im- 
portance to the nation. He and his salesman are 
not merely selling paint. They are talking to their 
customers of surface protection.” 

The Real Estate agent, twenty years ago, was 
generally classed with the horse trader. In 1908 
the National Association of Real Estate Boards 
was formed, with a definite standard of ethics and 
public service.1* There are now over 500 of these 

“Ernest T. Trigg, in Codperative Competition, 1922, 47. 


* The earlier organizations were on the lines of the stock and 
produce “exchanges.” 


BUSINESS AS A PUBLIC SERVICE 141 


local boards. Their members have the exclusive 
right to the term “realtor” and the association 
emblem. The following sections may be quoted 
from the standard code: “It is the duty of every 
Realtor to protect the public against fraud, mis- 
representation, or unethical practices in connection 
with real estate transactions. Property should be 
offered by a Realtor solely on its merit without 
exaggeration, concealment, or any form of deception 
or misleading representation. . . . In closing trans- 
actions, the Realtor should advise the use of legal 
counsel when the interest of any party to the trans- 
actions appears to require it; and in all cases he 
should exercise care in the preparation of documents 
so that they shall embody the exact eee Gl 
reached.’’** 

The term Realtor is not yet a sufficient guarantee 
of honest and efficient service, but the national 
organization is working toward that end. As Presi- 
dent Charles G. Edwards said, in his inaugural ad- 
dress in 1925, “The Code of Ethics of the National 
Association is the expression of the collective con- 
science of our vocation. . . . It will be of little value, 
however, until it becomes a part of the everyday 
life of every member of our associations. To bring 
about this result, we shall during the coming year 
with the help of our member boards, use every pos- 
sible means to keep the Code and its meaning con- 
stantly before the entire membership. We shall 
also assist our member boards in such ways as we 
can, to further develop effective machinery for the 


4 Codes of Ethics, 453-4. 
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code’s enforcement.”!® _The Board in Grand Rapids, 
Michigan, has reached the point where it considers 
itself responsible for the action of its members. Each 
piece of property offered for sale is automatically 
listed with every realtor, according to their Multiple 
Listing System. If a client is injured by a member, 
either through violation of the code of ethics or 
unfair dealings, and the broker cannot be compelled 
to make it good, the Board stands ready to take 
care of such loss.1® 

Turning to the Motion Picture industry, every 
one is familiar with the reorganization of the Pro- 
ducers and Distributors in 1922, and the appoint- 
ment of Will H. Hays as Czar, or rather as the 
guardian of a family of unruly children. During his 
first year he was called on to meet the storm of 
public protest growing out of the Arbuckle scandal. 
The withdrawal of the films, in themselves entirely 
clean, meant the writing off by one company of 
$900,000 of assets. 

Two general methods are used for the elimination 
of objectionable plays or parts of plays. First 
regular conferences with those responsible for film 
production in its various stages—readers, scenario 
writers, studio directors. Second, the weekly pre- 
view of plays by members of the Committee on 
Public Relations, representing 62 civic organizations. 
The most celebrated case occurred in connection with 
the Covered Wagon. A representative of the Boy 
Scouts objected that Kit Carson, the Scout 


* Nat. Real Estate Journal, Jan. 26, 1925, 34. 
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hero, was shown as drunk and_ disreputable, 
although amusing and probably true to life. The 
Committee passed the criticism to the film company 
on Tuesday. By Thursday, when the Covered 
Wagon was first exhibited, the name of the charac- 
ter had been changed. 

The re-engagement of Hays for a second term of 
three years reflects the determination of the industry 
to offer a permanent service, which will command 
the respect of the public and render state censor- 
ship unnecessary. The nearest approach to a writ- 
ten standard is the resolution adopted June 19, 1924, 
in which the members of the association pledge 
themselves “to establish and maintain the highest 
possible moral and artistic standards of motion pic- 
ture production,” and, more specifically, “to prevent 
the prevalent type of book and play from becoming 
the prevalent type of picture;’” to exercise every 
possible care that only books or plays which are of 
the right type are used for screen presentation; to 
avoid the picturization of books or plays which can 
be produced only after such changes as to leave the 
producer subject to a charge of deception; to avoid 
using titles which are indicative of a kind of picture 
which could not be produced, or by their suggestive- 
ness seek to obtain attendance by deception, a thing 
equally reprehensible; and to prevent misleading, 
salacious or dishonest advertising.” The retailers in 
the industry, organized as the Motion Picture 
Theatre Owners, adopted in 1923 a code of ethics 

4 Under this rule, over one hundred current books and plays, 
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which recognizes very definitely the obligation of 
the exhibitor to the public.’® 

In May, 1923, an unusual step was taken by the 
three associations in the Burial Goods industry. At 
the suggestion of President Manthe of the Casket 
Manufacturers, a Conference on Public Relations 
was held at Cincinnati, made up of carefully selected 
_ representatives of the manufacturers, the funeral 
directors and the public. This step was prompted 
by a growing antagonism, which threatened dras- 
tic regulation or the establishment of municipal 
undertaking plants. The conference was a fact find- 
ing body. Its object was to bring to light the ad- 
verse impressions which had arisen regarding the 
industry, weigh their justice and analyze their 
causes. It was felt that “the benefit of the public 
should be the sole controlling viewpoint.” 

The main grievances on the part of the public 
were exorbitant charges and poor service. The in- 
dustry was overcrowded. A constantly increasing 
number of funeral directors meant excessive com- 
petition, which tempted the smaller men to over- 
charge or overreach. On further analysis, the three 
big trouble makers were found to be: First, the lack 
of an adequate cost system, which led the funeral 
director either to charge what his competitors were 
in the habit of charging, or to charge what he 
thought the family could be made to pay. This 
contributed to the unfounded impression in the 
public mind of large and easy profits. This in turn 
encouraged more men to enter the profession. 
Second, the lack of a one-price system, which the 

* Codes of Ethics, 376. 
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American people have come to expect of first class 
merchandizers. Many manufacturers and some 
funeral directors marked their merchandise in plain 
figures, but there were a great many more who did 
not. Third, secrecy or lack of frankness. Through 
long established custom, the funeral director 
charges a small fee for his services. This charge is 
far short of covering the cost of doing business, 
even when distributed over a large number of 
funerals per year. To make up the difference, he 
takes a large and concealed profit on the merchan- 
dise supplied to the family. In only a few cases 
were bills itemized or preliminary estimates given. 
This too prevalent secrecy and mystery “have made 
a culture-medium for rottenness; they practically 
hold an umbrella of protection over the unscrupulous 
funeral director. The latter is encouraged to take 
advantage of his customers just because he knows 
that he will not be exposed. . . . If the good funeral 
directors were to follow a perfectly frank, open and 
above-board policy, based on accurate knowledge of 
their costs, then the unscrupulous funeral directors 
would soon be driven to cover.’’® 

Turning back to the Laundry industry, there exists 
a popular prejudice against commercial laundries. 
If there are ten such establishments in a community, 
nine of them of high grade and the tenth turning 
out careless work under unsavory conditions, the 
ill-will created by the tenth plant will be reflected 
in the sales reports of the other nine. The New 
Jersey Laundry Owners’ Association has introduced 


1° Findings of the Conf. on Pub. Relations, Casket Mfrs. Assn., 
Cincinnati, 1923. 
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the plan of certified laundries. Three inspectors are 
employed, each an expert in some phase of the busi- 
ness. When any laundry, whether a member of the 
association or not, has passed 70 per cent on a pos- 
sible score of 100 (40 of this must be earned in the 
wash room), it is given a certificate for one year. 
This means that it is authorized to use the term 
“certified laundry,” with the copyrighted associa- 
tion seal. The plan is made the basis of co-opera- 
tive advertising throughout the State. Thus, “Cer- 
tification means that a standard code of practice has 
been applied under the most rigid rules by skilled 
experts to the laundry bearing the seal, and that it 
has passed with high marks all tests in purity of 
washing conditions, general plant sanitation and 
cleanliness, and all-around excellence in. its various 
processes—thus assuring the public of a superior 
laundry service in every respect.’’”° 

Our last example is the Motor Cab. The story 
properly should begin with John Hertz, who, after 
a romantic career as newsboy, copy writer, boxer 
and dealer in second hand automobiles, secured a 
contract to supply taxis for the Chicago Athletic 
Association. To make good on the contract re- 
quired pioneering of a high order. Cost accounting 
methods were introduced. Experiments were made 
with various types of vehicles, Hertz being obliged 
in the end to assemble and construct his own cars. 
And he hit on the novel idea of painting his taxis 
a uniform, distinctive color. 

This colored cab scheme spread rapidly through- 


* Interview with H. C. Buckelew, Laundry Age, March 1, 1925, 
p. 10. 
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out the country, until the streets of our cities sug- 
gested a moving rainbow. Five years ago, the usual 
taxicab operator was a sort of business pariah, with 
no knowledge of costs, financial standing, or sense 
of public service. Competition was of the old ruth- 
less type I have so often described. Patrons could 
not count on honest treatment. As a matter of 
fact, service was all the taxicab had to sell. The 
public had a right to demand carriage at equitable 
rates, an adequate and dependable supply of ve- 
hicles, safety, and courtesy. That the business is 
being put on this sound basis is due to the National 
Association of Taxicab Owners. Its work has been 
to standardize the industry, through research and 
education, with the Yellow Cab Co. of Chicago as 
a model. Though the organization is limited to 
leading firms in the principal cities, its influence is 
felt both on outside competitors and on municipal 
regulations. It now is possible for the operator to 
learn his costs and base his mileage charge accord- 
ingly. In the code of ethics, adopted in 1922, “We 
will-see to it that our driver is courteous to every- 
one; to the passenger in the vehicle, to the pedes- 
trian on the street and to the other driver. We 
will see to it above all things, that he drives his 
own vehicle safely.’”*1 Psychological tests have 
been worked out to determine the fitness of drivers. 
As quickness in meeting an emergency is essential, 
the applicant is tested in the laboratory for the time 
taken to perform two simple operations, when faced 
by an unexpected sound and flash. The scores have 


Art. 10. Cf. the Code of Principles adopted by the Minne- 
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been found to correlate closely with the drivers’ 
records. 

Competition is coming to be recognized by the 
trade associations as a competition in quality and 
service, price being no longer the principal selling 
argument. The Bottlers say: “My desire shall not 
be to undersell my fellow bottlers, but to contend 
with them for first place in the quality of my prod- 
ucts and the service I render my patrons.”*? The 
School Supply Association: “To welcome fair com- 
petition as an assurance of the largest opportunity 
for service to school authorities, making service and 
the adaptability of goods rather than price the basis 
of preference.” *8 

Judging from the experience and testimony of 
modern trade groups, Service is an ethical principle 
of wide application, on which all normal social rela- 
tions are founded. We hear less of the “right” of 
the business man to run his business as he pleases, 
irrespective of any social purpose to be fulfilled. 
Which means that we are returning to a conception 
of industry based on function rather than abstract 
right 

ts) Codes of Ethics, 58:11. = oma i2o. 
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tent on the future professionalizing of labor that he overlooks the 
present professionalizing of management. 


CHAPTER XI 
“A Farr Prorir”’ 


WEEN the public think of business, they are 

interested not only in the service rendered, 
but in what they have to pay for it. As investors 
we may be concerned with the soundness of partic- 
ular business enterprises, the dividends they will 
return or the price our stock will bring on the 
market. As workers, whether in the office or the 
shop, we consider the remuneration, the conditions 
of our labor, the continuity of employment. But 
primarily we are all consumers. Our standard of 
living depends on the cost of the goods we buy. 
What are the financial implications of business as 
a public service? Codes of ethics should have some- 
thing to say on this difficult but important subject. 
Let us launch at once into the deep. 

The obligation is frequently expressed to reduce 
the cost of production and distribution and elimi- 
nate economic waste. This may take the form of 
a stand against the over-expansion of plants. Thus 
the International Association of Electrotypers: “To 
avoid the evil of over-equipment. To never install 
a new machine or tool unless an old one is taken 
out, or unless really necessary because of a steady 
growth of permanent business. Idle machinery 
will weaken the stiffest backbone ever made, and 
make it impossible to maintain fair prices. Far 
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better have an arrangement through which local 
competitors take care of each other’s surplus work.”* 
It may be a stand against the cutting of immature 
trees in the lumber industry, as with the Walnut 
Manufacturers.2. Or of the fur industry for the 
conservation of fur-bearing animals, shorter open 
seasons, and the ending of the trade in unprime 
(that is, unlawful) skins.® 

The Slate manufacturers plead for the prompt 
payment of bills, “that the credit standing of all 
branches of the slate industry may be high, and 
unnecessary costs and losses of deferred or defaulted 
payments held to a minimum.’* The Automotive 
Equipment distributors warn their members against 
asking the manufacturer for more printed matter 
than they can use. “It costs money, and when 
wasted, adds to the cost of goods.”® The Face Brick 
manufacturers “discountenance the tendency to ex- 
travagant selling methods,’® a very real evil in 
many industries. The aristocrats of the funeral 
directors’ profession, the National Selected Morti- 
clans, aim by the efficiency of their members “to 
make it unnecessary that there should be more than 
15,000 funeral directors in the nation.’”” There are 
now 75,000! And constantly there is the insistence 
on improving production processes and installing an 
adequate cost system, as a basis for reducing costs. 

I imagine, however, that here as at many points 
throughout our book the reader is thinking some- 


* Codes of Ethics, 160:21. *Td., 308:4. 

* Resolutions adopted by Conference of Raw Fur Dealers, Oc- 
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what as follows: Improvement in quality and com- 
petition in quality are good as far as they go. It is 
all very well for the manufacturer to introduce 
economies and reduce the cost of production. But 
how are we to know that this saving will be passed 
on to the consumer? Is it not likely that it will 
merely be added to the manufacturer’s profit? How 
is the consuming public to be protected against 
profiteering? 

If I may step down for the moment from my posi- 
tion as an impartial interpreter of business codes, 
there are three general ways in which the public 
may be protected in the matter of costs. To give 
specific answers, each industry would need to be con- 
sidered by itself. 

The first safeguard is State and Federal regula- 
tion. Our government has not been content to sit 
idly by, while waiting for industry to regulate itself. 
A good many of the practices by which the public 
were robbed on the highway of business have been 
checked by law. ‘Travelling is much safer for the 
consumer than it was twenty years ago. The Federal 
Trade Commission has power to stop methods of 
competition which are unfair, in the sense of being 
contrary to the public interest. Our government 
agencies appear to be modifying the attitude of per- 
secution which was so marked a few years ago. Many 
trade associations have come to look on the Com- 
mission as an important ally in reforming abuses. 
That we have reached the end of Federal regulation 
may well be doubted. We may find it necessary to 
treat certain industries, coal mining for example, as 
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public utilities, with prices reviewed by a govern- 
ment commission, as in the case of the railroads. 

The second line of defence, which our anti-trust 
laws have attempted to keep intact, is the free play 
of competition. When profits become excessive, the 
situation invites new companies to enter the field. 
The intensifying of competition tends to bring prices 
down. This method works well where the natural 
demand for the product is not sharply limited, and 
where there are no barriers to new capital in the 
shape of patent rights, high tariffs, or a monopoly 
of raw material. But even in these cases, there is 
always latent competition, either from new factories 
or from substitute products. Our public policy con- 
templates a fair field for all who may care to enter 
the race. It requires only a slight change in the 
economic equilibrium to make such competition 
actual rather than potential. 

Our chief interest in this book lies in a third pos- 
sible protection to the public. That is the develop- 
ment of a standard of ethics within the industry 
which will put a ban on profiteering. When the func- 
tion of public service is once recognized by the trade, 
we have gone a long way toward the elimination of 
excessive profits. 

The Shoe Retailers, following a clause in the Ro- 
tary code, say, that “the exchange of our goods and 
service, and our ideas for profit, are legitimate and 
ethical, provided that all parties in the exchange are 
benefited thereby and no deception is practiced.’ 
The Cold Storage Warehousemen “shall accept the 
fundamental doctrine that the only legitimate basis 
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of profit is as a reward for service rendered and that 
no business transaction justifies such profit unless 
it be one of mutual gain to all concerned, as 
general prosperity is essential to his own success.”® 
The implication is that a business which does not 
give back to the public as much as it receives, is 
parasitic. It is reducing the buying power of the 
community, a situation from which the offending 
business suffers with the rest. 

Here is an association of middlemen, the Paint 
Distributors, adopting the standard: “That the 
Dealer trade will be served by the same standard of 
quality and service the Distributor requires from 
the Manufacturer, so that the merchandise may 
reach the Consumer at the least possible cost.’’° 
The United States Fisheries Association says: “The 
first obligation of the industry is to serve the con- 
suming public with the highest quality of product 
at the most reasonable market prices. . . . Profits, 
gains or margins should always come from sales, 
and not from unscrupulous trading, sharp practice, 
or dishonorable dealings with producers of fishery 
products.”"* In these days of coal strikes, it may 
or may not warm us to have the Retail Coal Mer- 
chants declare: “The merchant who stoops to take 
unfair advantage of consumers by profiteering in 
seasons of great demand, or in other emergencies, 
has no honorable place in the business world, and 
is hereby declared undesirable as a member.’”? 

The retail stores have developed a definite selling 

cid: Ob 115: 10 Td., 404: 3. “ Code of 1925, arts. 1, 8. 
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philosophy. Their aim is to set prices as low as 
possible. Because this policy, if backed by adequate 
service to the public in other ways, increases the 
volume of business. A minimum of profit on each 
article means a maximum business, and a maximum 
net profit. To set prices high is to invite competi- 
tion and drive away customers, so that it is difficult 
to make a profit at all.1* The same is true in certain 
lines of manufacturing. Henry Ford is the out- 
standing example. The National Bottle Manufac- 
turers’ Association has followed for years a fixed 
policy. As their Business Manager puts it, their 
basic idea is ‘to make and sell bottles as cheaply as 
possible, because the cheaper bottles are sold, the 
more of them are used.” Reductions in cost, as a 
result of united effort, have been passed on to the 
consumer. The recent price of bottles has not in- 
creased as much as the cost of raw materials and 
labor."* 

Many of our codes take a definite stand for prices 
based on cost of production plus a fair profit. The 
Upholstered Furniture Manufacturers say: “To base 
all selling prices on the cost of production and sell- 
ing, allowing a reasonable profit as related to the 
investment in the business.”’® With that we may 
put the Retail Furniture principle: The merchant 
‘Gs entitled to a fair return on his investment of 
capital and service. We believe in open competition 


*Chas. W. Gerstenberg, Principles of Business, Prentice-Hall 
1908, 410. 

*C. R. Stevenson, Proceedings Nat. Assn. of Manufacturers, 
1922, 279. Cf. Edward A. Filene’s argument for the “Ford- 
izing” of American industry as a result of the curtailment of our 
export trade, in The Way Out, Doubleday Page 1924. 
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and that retail prices should be based upon cost plus 
a fair profit.”*° And the statement of the United 
States Chamber of Commerce: “The Reward of 
business for service rendered is a fair profit plus a 
safe reserve, commensurate with risks involved and 
foresight exercised.”!7 The Retail Coal Merchants 
“favor individual determination of prices on the 
basis of mine price plus transportation charges plus 
cost of retailing plus a fair return on investment 
of capital and service, no more and no less.”!8 There 
are some interesting clauses in the code of the Na- 
tional Selected Morticians: “We aim that the de- 
ceased who has been needy or destitute shall have 
decent burial without the financial impoverishment 
of their relatives or friends. We aim that those in 
moderate circumstances shall have substantial ma- 
terial and efficient service at a fair price. We aim 
that the wealthy shall have furnishings and atten- 
tion in due keeping with their surroundings and 
requirements in life.’?® The National Association 
of Amusement Parks: “It is ethical for an inventor 
or originator of an idea (be he a patentee or not) 
to demand in his contract a fair and reasonable pro- 
fit for his original idea in addition to the manufac- 
turing profit. But it is not ethical that the 
inventor’s profit shall be so excessive that it will re- 
strict the sale of the production to only large busi- 
nesses.”””° 


What is “a fair profit?” Both terms need to be 


defined, and the definition given of each will affect 


16 Tq, 191:3. "7d. 77:2. 
48 Td., 92:3. Where does the wholesaler come in? 
Id., 518: 12-14. *° Code of 1924, VI:4. 
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the other. Profit, as ordinarily used by the business 
man and the cost accountant, is “the surplus of in- 
come remaining at the end of a period after all costs 
and expenses have been taken into consideration.””* 
This surplus may either be distributed by the direc- 
tors in the form of dividends on the stock, or set 
aside as a reserve, or put back into the business in 
the form of additional capital. A business which 
did not show a profit in this sense would be regarded 
as unsound; it would be difficult to secure credit ac- 
commodation or new capital. Profits and dividends 
are not synonymous. And a profit must be earned, 
irrespective of whether the capitalization, or pro- 
_ portion of capital stock issued, is low or high. 
. The function of business is to produce and distrib- 
ute the goods required by the community. We 
may say that profit is in theory the compensation 
which society makes to an industry for rendering 
such service, as distinguished from the direct cost 
of the service. A certain amount of capital is re- 
quired. The base line of profit in any business is a 
rate of return on the investment sufficient to attract 
new capital, considering the risk involved in that 
business. For a company with a fairly stable prod- 
uct, and operated conservatively, we might put this 
aS an average return, year in and year out, of 10 
per cent on the total investment.” In order to have 
the business carried on, society must make that re- 
turn, in addition to the actual cost of production and 
ae Geo. E. Bennett, Advanced Accounting, McGraw-Hill 1922, 
2 The percentage of surplus, not dividends. A business that is 


expanding normally puts back about half of its surplus into the 
business, and this would count as part of the total investment. 
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distribution.2*7 Otherwise the service cannot be 
rendered, at least for any length of time. Anything 
above this base line will be in the nature of a 
premium or bonus. Assuming that there is nothing 
in the business approaching a monopoly, to earn 
a larger profit than 10 per cent requires skilful 
management. The additional surplus is a premium 
for efficiency, just as any failure to earn the base 
line rate is a penalty for inefficiency. 

A fair profit, as the term is used in our business 
codes, would probably include these three factors: 
conservative bookkeeping, where depreciation is 
properly allowed for and assets are not padded to 
make an impression on the stock market; a return 
that will compensate for the risk of the investment 
and tide the business over lean years; and such pos- 
sibility of additional surplus as will provide an in- 
centive to efficient, foresighted management.”* 

In some fairly stable lines of production and 
distribution, it may be possible for the business man, 
by combining these factors, to work out an average 
long-term profit which he regards as reasonable, and 
base his charges accordingly. The pressure of com- 
petition would prevent his exacting more, and “a 
fair profit” is perhaps a goal which he attains only 
in good years. The possibilities in this direction are 
still limited, however. In most of our manufactur- 
ing industries, price, and therefore profit, are really 
determined by the buying public. The business man 
has no way of controlling what people will buy at 


Including salaries, depreciation and the interest on borrowed 


money. ; 
“The “profit motive” will be considered later in Chapter 18. 
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a future date, or what they will be willing ta pay 
for it. This element of risk is inherent in our busi- 
ness system. But the codes reflect the growing feel- 
ing that excessive profits, and losses, are due to risks 
in modern business which are excessive and perhaps 
preventable. To a large extent profits may be stabil- 
ized and the gambling element eliminated by con- 
trolling monopoly, by checking unfair competition 
in its various forms, by education in cost accounting, 
and by extending the knowledge of market condi- 
tions.2> When, in addition, we have learned how 
to stabilize the dollar and to eliminate the extremes 
of the business cycle, the ideal of a fair profit which 
is so often expressed will have come nearer to being 
a frequent reality.”® 

The United States Forest Service, in its timber 
sales policy, has reached substantially the same 
definition of a fair profit. In setting prices, it has 
been necessary to work out a proper division be- 
tween stumpage value and the profit of the lumber- 
man. The margin of profit to be allowed in timber 

® A good example is the Standard Container Manufacturers, 
whose members make a large proportion of the crates used for 
shipping fruit and vegetables from the Southeastern States. By 
standardizing products and accounting methods, prices have come 
to be based on the production costs in each mill, rather than on 
cut-throat competition. 

*° See the studies of the business cycle by the Pollak Founda- 
tion, and particularly Wm. T. Foster and Waddill Catchings, 
Profits, Houghton Mifflin 1925. Our book has not gone into the 
ethics of investment and financial promotion, because documen- 
tary evidence is lacking; no written codes have yet appeared in 
this field. Reference to profit on land or other natural holdings 
is omitted for the same reason. The National Assn. of Real 
Estate Boards, while standardizing the realtor’s service to his 


client, has officially opposed any curtailment of the unearned in- 
crement in land values. 
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appraisals has been based on three considerations: 
interest on capital invested (6% minimum,) reward 
for the personal energy and ability of the operator, 
and allowance for risks to which the business is 
subject. “For lumbering operations of good size ex- 
tending over a period sufficiently long to reduce the 
average risk to working capital from sudden fluctua- 
tions in the price of the product, 15 to 20 per cent 
on the average annual investment is a fair margin 
for profit and risk. If the business enterprise is 
new and recognition must be won in the market but 
other conditions are as above, the rate of margin 
may be 18 to 20 per cent. If special risks exist in 
logging or if the industry is to be developed largely 
under new conditions, a rate of margin of from 20 
to 25 per cent is often used. Logging chances suit- 
able for relatively short term, medium size opera- 
tions are as a rule appraised with a rate of profit 
margin of from 2 to 5 per cent higher.” ? 

Under our present system, profit, whether dis- 
tributed in the form of dividends or put back into 
the business, accrues to the stockholders as proprie- 
tors. Since efficiency in production is primarily due, 
not to the shrewdness of the investor, but to the 
quality of the management and labor force, con- 
siderable interest attaches to a plan worked out in 
New Zealand. By an amendment to the Companies 
Act, passed in 1924, any corporation is authorized 
to issue “labor shares” to persons in its employ. 
These shares have no par value, and form no part 
of the capital. They do, however, entitle the holders 


77 Tetter of I. F. Eldredge, Acting Assistant Forester, Oct. 13, 
925. 
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to vote and to share in the profits of the company, 
like other stockholders. Though not transferable, 
the labor shares may not be alienated; in case of 
death or withdrawal from service, the holder or his 
heirs may be compensated. Thus the partnership 
relation is not, as in other schemes of profit sharing, 
dependent on the whim of those who contribute the 
capital. Both the management and the hand work- 
ers are to be given labor shares, presumably in pro- 
portion to the value of the service which they render 
the company. Thus, in addition to salary or wages, 
they are legally entitled to a return for the efficiency 
to which they have contributed. Loyalty and high 
grade work make the company more prosperous. 
And this prosperity does not redound merely to the 
sleeping partners who have invested money in the 
enterprise.”® 

For a practical Sailicatinn of the idea of pro- 
portioning the reward to the service rendered, we 
may turn back to the professions. The American 
Institute of Architects has adopted as a standard 
a minimum charge of 6 per cent of the cost of the 
work complete, with an increased allowance for 
residential work, alterations to existing buildings, 
monuments, ete. “The locality or the nature 
of the work, the quality of the services to 
be rendered, the skill of the practitioner or other 
circumstances frequently justify a higher charge 
than that indicated by the Schedule.” ® In earlier 
Medical practice, and the same was true of Dentist- 


Information supplied by H. Valder, managing director of the 
sawmilling firm of Ellis and Burnand, Hamilton, N. Z., where the 
plan is in actual operation. 

*” Schedule of Charges, 1-2; Circular of Advice, 4. 


“A FAIR PROFIT” 161 


ry, charges were regulated entirely by custom, and 
were often too low to permit of the best equipment 
or the most efficient service. The growth of speciali- 
zation and the increasing cost of training and physi- 
cal equipment, have compelled practitioners to base 
their schedule of fees on the cost of continuing serv- 
ice on a high plane. In surgical work, the fee is 
usually proportioned to the difficulty of the opera- 
tion and the reputation of the surgeon.®® The 
Lawyers’ code is the most explicit. “A client’s 
ability to pay cannot justify a charge in excess of 
the value of the service, though his poverty may 
require a less charge, or even none at all.” Certain 
guides are given for ascertaining the real value of 
the service, such as the time and skill required, the 
character of the employment, whether casual or for 
an established and constant client, the amount in- 
volved in the controversy and the benefits resulting. 
“In fixing fees it should never be forgotten that 
the profession is a branch of the administration of 
justice and not a mere money-getting trade.”** 
The normal relation between service and profits in 
a public utility is seen in the sliding scale system 
widely used in England. This plan was introduced 
by Mr. Brandeis in 1906 as a solution of the Boston 
gas problem, after years of poor service, high prices, 
and political scandal. The standard price of gas 
was fixed at 90 cents per thousand feet. The con- 
solidated company was allowed a standard dividend 


To base charges on the financial ability of the patient, intro- 
duces a dangerous element of commercialism. The Johns Hop- 
kins University Hospital limits the fees allowed to doctors mak- 
ing use of its facilities. 

2 Codes of Ethics, 282:12. 
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of 7 per cent on the physical cost of the plant. For 
every 5-cent reduction in the price of gas, the 
dividend might be increased 1 per cent. During the 
first two years, the cost of labor and material was 
constantly rising. But by efficient management and 
increased sales, the price of gas in Boston had been 
reduced to 80 cents, or a saving to the community 
of about $800,000 a year. The company, as a result 
of this improved service to the public, was able to 
increase its profit to 9 per cent.*” 

“The function of business is to provide for the 
material needs of mankind, and to increase the 
wealth of the world and the value and happiness 
of life. In order to perform its function it must 
offer a sufficient opportunity for gain to compensate 
individuals who assume its risks, but the motives 
which lead individuals to engage in business are not 
to be confused with the function of business itself. 
When business enterprise is successfully carried on 
with constant and efficient endeavor to reduce the 
costs of production and distribution, to improve the 
quality of its products, and to give fair treatment 
to customers, capital, management, and labor, it 
renders public service of the highest value.” %* 


“Louis D. Brandeis, Business—A Profession, Small Maynard 
1914, 93. 

Preamble to “Principles of Business Conduct,’ Chamber of 
Commerce of the U. 8., Codes of Ethics, 77. The comment on 
the Principles by Edwin B. Parker should also be consulted. 
This creed, it hardly can be called a code, has since been adopted 
by about 700 organizations of business men, including many trade 
associations. The Nat. Machine Tool Builders’ Assn. adds under 
each principle a list of the destructive practices that have ap- 
peared within their industry. 


CHAPTER XII 
THe EMPLOYEE 


~— THE relations emphasized by modern indus- 
try, none is more important than that of em- 
ployer and employee. The development of sound 
adjustments in this field would make for efficiency 
and economy of production and the well-being of 
many million persons. Capital and labor, however, 
are still at more or less open war. And war is not 
conducive to the growth of a normal ethics on either 
side. 

The codes reflect this situation. A few of the 
trade associations which have adopted written stand- 
ards, deal directly with the unions. A considerably 
larger number have endorsed the principle of the 
open shop. In certain industries, as in Photo- 
engraving, there are two associations, divided by 
their labor policy. There may be an open and a 
closed shop division, as with the printers and the 
electrical contractors. The majority of the associa- 
tions have avoided the issue. They have left their 
members to work out their own labor policy. 

It is only in exceptional cases that a trade asso- 
ciation has studied employment in a broad way 
and shared the experience of the membership in 
labor relations. The United Typothetae is the most 
notable example. Their Department of Research 
furnishes information on wages and cost of living 
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for use in wage negotiations throughout the indus- 
try. Work of this character requires a staff of ex- 
perts of high grade. The trade association itself is 
essentially conservative. Those who attend the 
meetings and hold office are apt to be the older off- 
cials in their respective firms, men past middle life 
and more or less prejudiced in their social views. 
That even such a body may learn by experience is 
shown by the change of attitude toward the Cali- 
fornia minimum wage law. When the law was 
passed in 1913, it was generally opposed by em- 
ployers. It is now strongly supported by the Can- 
ners’ League, the Laundry Owners’ Association and 
the Retail Dry Goods Association.1 The Box Board 
Association recently introduced the 8-hour day and 
the 6-day week, a step which could be taken only 
through concerted action.” But these examples are 
rather lonely exceptions. 

A good deal has been done during the past ten 
years to work out a science or art of personnel 
management. There has been much helpful ex- 
perimenting in labor relations. But it has been 
carried on by individual firms. To any one at all 
familiar with this development, the sections on 
employment are the least satisfactory part of the 
codes. Too often they are either platitude or 
paternalism. It is well to remember also that 
employment is a mutual relation. No group can 
successfully lay down ethical standards for a com- 
peting group. The statements in the codes are 

* Am. Labor Legislation Review, June 1925, 109. 


*“Conference of Paper-box Mfrs. on Shorter Working Hours,” 
Monthly Labor Review, June 1924. 
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necessarily ex parte; our documents come from 
organizations of employers. The ethics that has 
been developing in the labor movement has never 
been written down. And the interests and stand- 
ards of the two groups are not yet integrated, to 
use Miss Follett’s phrase.® 

In spite of these first impressions, some significant 
things may be gleaned from employers’ codes. For 
one thing we find a general recognition of the human 
factor in industry. This in itself is a great step 
forward. The situation was hopeless so long as 
labor was thought of merely as a commodity, to be 
bought in the cheapest market without further ob- 
ligation, like machinery or raw material. One cer- 
tainly would gather from the codes that the em- 
ployee is regarded as a human individual, for whose 
working and living conditions the employer has a 
direct responsibility. 

We may begin with the fundamental question of 
the continuity of employment. If the worker could 
be relieved from fear and worry, through the as- 
surance of a steady job at a fair wage, the whole 
labor problem would be simplified. The Motorcycle 
Association says: “It is our duty to arrange our 
working schedules in such a manner as to keep 
employees steadily employed, and to avoid over- 
time operations as much as possible.”* The Hat 
Manufacturers plead with the wholesale and retail 
trade to place their orders as soon as they can reason- 

* A beginning has been made, however, in the arbitration pro- 


cedure under impartial chairmen. See Wm. M. Leiserson, “Prob- 
lems for an Impartial Chairman,” Atlantic Monthly, Sep. 1925, 


301. 
“Codes of Ethics, 381:7. 
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ably anticipate their needs, in order to ensure an 
even flow of business throughout the year. “In this 
way only can a manufacturer maintain an efficient 
and contented working organization.”® ‘The Inter- 
national Association of Garment Manufacturers: 
“Continuance of employment shall be sought wher- 
ever possible by the manufacturer and seasonable 
fluctuations in employment shall be reduced to a 
minimum.’® This statement gains new meaning 
from the experiments in unemployment insurance 
which are being tried at Cleveland and other cloth- 
ing centers, in collaboration with the unions. Asso- 
ciations in the building trades, whose business has 
been highly seasonal, are taking definite steps to 
spread their operations throughout the entire year. 

As to wages, many codes are not content with the 
meaningless generality about “a fair wage for a fair 
day’s work.” The Electrotypers recognize the 
trained worker as an investment. “To remember 
our gain comes from the business we do at a profit; 
that fair wages must always be paid to good work- 
men; that every old employee has cost us an in- 
vestment of time and money, which is lost when he 
leaves.”” The Photo-engravers draw somewhat 
broader conclusions from a similar premise: ‘“Se- 
curing a fair profit on all work we do is doubly neces- 
sary—for the protection of the employer, and the 
just remuneration of the workman, that he may 
maintain himself under such proper living condi- 
tions as will conduce to good citizenship and good 
workmanship.”® The Motoreycle manufacturers 
are on still higher ground: “Wage scales should be 

Ei em2o0s Tod Son ls: *Id., 16127. ®Td., 430:20. 
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established on a basis which should be the maximum 
of what you can pay to meet competition. The 
wage should be sufficient, not only for a living wage, 
but also sufficient to provide a surplus for recreation, 
spiritual and mental improvement, and for emergen- 
cies.”® A number of codes regard it as unethical to 
permit the unusual employee to give more than an 
honest day’s labor without extra compensation. Pro- 
motion is to be on a basis of merit rather than 
favoritism. Profit sharing is sometimes advocated. 

A good deal of attention is given to the condi- 
tions of labor. The Iowa Concrete Products Asso- 
ciation says: “The working conditions shall be im- 
proved as rapidly as possible so that the employees 
may have light and air and healthful surroundings 
and labor saving devices to take from the shoulders 
of the employees as much as possible of the drudgery 
of an essentially heavy occupation, shall be adopted 
and put into use whenever possible.”*® The Furni- 
ture Warehousemen: ‘To be interested in the wel- 
fare of our employees, consideration of their health 
as affected by working conditions, to the end that 
their worth be fully compensated and their best 
effort be enlisted in the service.”** The Restaurant 
code: “The Employer shall provide his Employees 
with sanitary conveniences of which the descriptive 
adjective ‘sanitary’ is not a misnomer and the noun 
‘conveniences’ is not a joke. The arrangement for 
sanitary conveniences shall provide separate rooms 
for male and female, white and colored.’”’** The 
Folding Box Manufacturers say: “We shall provide 


*Id., 380. * Id., 520:5. 
8 1d.546, 173; * Id., 462, I: 24. 
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proper and practicable safety devices for the pre- 
vention of accidents, and every effort should be made 
to maintain working conditions as pleasant as pos- 
sible.’2® Proper moral conditions, particularly in 
the case of apprentices, come in for attention. 

Most of these points are now truisms of manage- 
ment. Improved working conditions are no longer 
the mark of benevolent paternalism; they are re- 
garded as a good investment. That they have also 
come to be good ethics suggests both the economic 
foundation of all sound business standards and the 
educability of the business man. In the matter of 
safety, for example, workmen’s compensation laws 
have brought a revolution in the attitude of the 
manufacturer. Progressive firms are now co-operat- 
ing with State factory inspectors in the prevention 
of accidents.1* 

Owing to the small size of the average retail 
establishment, employment relations are on a more 
or less personal basis. The same situation is found 
in many factories. It is well to remember that 
93 per cent of the manufacturing plants in the 
United States employ 100 men or less.’°> Some quo- 
tations from the codes will bring out this closer 
relationship. The Southwestern Ice Manufacturers 
say: “Realizing that the ice driver is the channel 
through which flows the more profitable part of our 
| ®Id., 408, 1: 4. 

“Safety work is carried on by many associations; examples are 
given in Nat. Indust. Conference Board, Trade Associations, 271 
f. A series of safety codes has been formulated for various in- 
dustries, through the collaboration of government, insurance, 
safety engineering, and the trade associations involved. 


* Arthur J. Todd, “The Ethical Responsibility of the Modern 
Employer,” Conference of Social Work, 1924, 339. 
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business, and that he is a human element worthy 
of more consideration, we shall endeavor to create 
a stronger spirit of co-operation and co-partner re- 
lationship between him and ourselves.” The Iowa 
Hotel Association takes similar ground.® The 
Laundry Owners: I demand for my employees “the 
same respectful treatment from my Supervisors 
that they may justly expect from me and I dedicate 
myself to the task of so conducting my business that 
they shall receive fair return for their labor and be 
enabled to enjoy healthful surroundings both physi- 
cal and moral.”!* Instruction of employees in the 
principles of the code of ethics is often made an 
obligation. The Jewelers say, among other pertinent 
things: “A cheerful ‘Good Morning’ to the clerks 
makes for loyalty, interest and industry and costs 
nothing. Clerks are human as well as proprietors, 
let’s consider them so. . . . Do not place temptation 
in their way lest honesty depart and a promising 
career be ruined. . . . Do not take all big sales unto 
yourself but give worthy employees a chance. Do 
not criticize an employee or try to belittle him be- 
fore customers.”’*® 

I find myself turning back to the Restaurant As- 
sociation code, which states so many practical phases 
of ethical obligation and states them so well. 
“Wages, hours, etc., cannot be uniform in the Res- 
taurant business, but shall be adjusted separately 
for each type of work—cooks, waiters, mechanical 
help, etc. Straight hour shifts shall be the aim, 
but on account of the three peak loads at breakfast, 


16 Codes of Ethics, 239:7, 236:4. 
% Td, 278:5. 8 Td 200 2) 1,13; ao: 
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lunch and dinner, requiring the entire force of 
Employees, the split watch can never be absolutely 
eliminated. Employees on split hours shall be 
rotated. Pay days shall be arranged on shorter 
periods than a month, as an economic advantage to 
the Employees. The Employer who includes meals 
as part of the wages shall provide meals that he 
would wish served to himself, if he were the 
Employee instead of the Employer. The Employer 
should give his Employees appropriate vacations 
based on length of service. . . . The Employer shall 
not require payment of arbitrary fines and penalties, 
exorbitant prices for uniforms or appurtenances, and 
shall prohibit Employees from making payments 
to other Employees for services or advantages which 
are their natural right. . . . Employees have an in- 
alienable right to take up all questions arising as 
to hours, wages, conditions or grievances with de- 
partment heads, with privilege of presenting facts 
on which no agreement can be made to employer 
direct.’’?° 

That is about all one can find in the codes regard- 
ing the ethics of employment. Something is said 
of the need of technical training for employees, and 
of securing an adequate supply of properly qualified 
apprentices, a matter to which many trade associa- 
tions have given a good deal of attention. We have 
an occasional reference to group purchases, through 
the employer, of medical attendance, life insurance 
and outings. In regard to labor unions, the usual 
statement is that “no discrimination shall be made 
in the hiring of employees, based on their affiliation, 


 Td., 462, I: 15-18, 25,27. 
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or non-affiliation, with organizations of others in 
similar employment.” This sounds well, until we 
analyze it from the standpoint of organized labor. 
Nothing is said of the labor spy system, which is one 
of the serious barnacles on the industrial ship. Per- 
haps the most striking omission is the lack of any 
reference to employee representation. This now 
covers nearly 1,200,000 workers, an increase of 300 
per cent in five years.2° Yet from the codes one 
would not know that such a plan was in existence. 

If I may anticipate the discussion at a later 
point," the chief contribution of business codes to 
the labor problem is along the line of sound ethical 
method. The success with which trade associations 
have worked out the relations of competitor with 
competitor, and of the business man with the public, 
suggests the results that may be expected when 
similar methods are applied to the relations of 
employer and employee. The problems still to be 
worked out in the field of employment are of the 
type fundamental to all Social Ethics. They pass 
through three successive stages. First, what are the 
effects of various conditions and policies? This is 
a question of fact, to be determined by open-minded 
research. Second, how far are these effects favorable 
or unfavorable, from the standpoint of the industry 
and of society as a whole? It is here that ethics 
enters into the investigation. Third, how may we 
change the effects by changing the causes? Which 
is a problem of engineering. The answers to these 

2 Nat. Indust. Conference Board, Growth of Works Councils in 


the U. S., 1925. 
~* See Chapter 14. 
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questions will in time be given by the social scientist 
and the industrial engineer, on the basis of observa- 
tion and experiment. They must bring to their task, 
not only a first hand knowledge of labor relations, 
but a reliable method of ethical appraisal. And 
this technique, as I hope to show, they may learn 
from the study of business codes. 


Part Three: Business Ethics 


and Social Science 





CHAPTER XIII 
Motive anp Custom 1n Business Practice 


HUS far we have been concerned with matters 
of fact: the present standards of ethics in 
American industry and commerce. I have shown 
what business men, in their various groups, have 
come to feel is the thing to do or not to do. The 
evidence isin. I have tried to present it objectively 
and impartially. What inferences may we draw 
from it? Before passing to the use of this material 
in building an ethical science, it will be well to go 
over certain questions of psychology which have an 
important bearing on both practice and theory. 
Some day these questions will be investigated by 
scientific methods. While awaiting the results of 
such research, I may be permitted to give my own 
impressions from a study of the trade association 
movement. 

Let us begin with the question of motive, or in- 
centive. In popular discussions, this takes the form 
of a demand that the profit motive in business be 
replaced by the service motive, in order to save 
society from its ills. The defender of the present 
system retorts that, without the drive of prospective 
profit, no one would do any work, save any money, 
or make any effort to increase the efficiency of pro- 
duction and distribution. There is no need of getting 
so heated about the matter. Both parties are right, 
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and wrong, and motives in this sense are of com- 
paratively little importance anyway. 

When the modern industrial era began, somewhat 
over a hundred years ago, it took the color of its 
thinking from the utilitarian philosophy then 
dominant. Just as steam was the motive power in 
the new factories, so self-interest was regarded as 
the motive power of human action. The desire for 
wages or profit was what made the wheels of indus- 
try go round. So intrenched is this idea in the 
modern business world, that to doubt it is generally 
regarded as heresy. In recent years the profit motive 
has been identified with a certain instinct of acquis- 
itiveness, which we are all supposed to inherit in 
varying degrees. An instinct might be controlled, 
but it was so ingrained in human nature.that it never 
could be eradicated. 

That there is a certain amount of truth be- 
hind this philosophy is evident. In our discussion 
of Profit, where we were careful to take our defini- 
tion from the accountant rather than from the 
economist or the reformer, we saw that business 
enterprises could not be carried on for any length 
of time without a surplus. The chance to secure a 
substantial surplus was what led the business man 
to risk his capital in new adventures. Over and 
above the risk, the manager hoped to win profit for 
himself or his company, as a prize for superior effi- 
ciency. But this is very different from saying that 
the desire to make money without limit is the sole 
incentive in business life. The man who thought 
of his business only in terms of salary or profits, 
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would make a poor business man. His salary would 
soon be reduced, and his profit disappear. 

Motives of every sort were overdone in recent 
Psychology, and a reaction is beginning to set in. 
The more psychologists tried to capture so-called 
instincts, the more elusive they appeared to be. 
Aside from sex, and some of the more elementary 
drives like hunger and fear, it is doubtful if any- 
thing of this character is to be found in the mental 
mechanism of humans. If we are going to call ac- 
quisitiveness or the love of money an instinct, we 
must invent instincts for all the multitudinous 
desires by which men are driven. 

All normal persons, just because they are alive, 
and in proportion to their aliveness, strive for the 
largest attainable life. They are ambitious for 
themselves and their families. They want to reach 
a higher standard of living, or at least to keep their 
present standard from being lowered. They desire 
more money income, because this means the chance 
to move into a better neighborhood, to dress better, 
to educate their children, to secure pleasures that 
before have been out of reach. But income and 
what it will bring does not exhaust the range of 
human interests. The average business man is 
actuated quite as much by the satisfactions that he 
finds in the work with which he has become so 
familiar, the mastering of technical and management 
problems, the sense of doing his work well, the 
desire to be counted an efficient and successful busi- 
ness man. He may be drawn by the social aspects 
of his business—an interest in the public whom he 
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serves, in the workers to whom he is giving employ- 
ment. Life cannot be reduced to such simple terms 
as the antithesis between a profit motive and a 
service motive. The “economic man,” driven solely 
by self-interest, as far as he existed outside the minds 
of economists, has been a product of the community 
standard of money as the goal of happiness. 

The provisions in business codes of ethics are 
frequently criticized as representing mere self-inte- 
rest. Or the question is asked, how far business 
men are actuated by self-interest and how far by 
consideration for others. For example, a friend of 
mine at the University of Chicago made a statistical 
study of 76 codes of ethics. Of the references to 
specific virtues and vices, he found that 728, or 40 
per cent, were “inlooking,” in the sense of benefiting 
or harming the members of the group. On the other 
hand, 1116, or 60 per cent, were “outlooking,” or 
concerned with social groups outside of the associa- 
tion.* 

It is-true that.in our business standards we have 
noted a certain shift of emphasis from business as a 
mere dividend producing enterprise to business as 
a public service. A similar change occurred earlier in 
the professions. But in either case the displacement 
of the profit motive has been relative, not absolute. 
And the distinction between the two types of motive, 
or control, cannot be sharply drawn. One and the 
same individual, whether professional man or busi- 
ness man, is actuated by the desire for a larger in- 

*As I shall point out in the next chapter, the distinction is 


rather between the direct and indirect reactions of which the 
group takes account. 
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come and by the desire to make good in his chosen 
line of service. In the organized group, also, the 
two considerations which we have been accustomed 
to label selfish and social, are ordinarily integrated. 
They are not conflicting, but supplementary. The 
National Funeral Directors, for example, are basing 
their reorganization on better standards and 
greater material prosperity for the industry. 
But both higher ethics and larger profits are 
expressly predicated on increased public service. 
As their Secretary has said: “The question ‘Will 
this benefit the public?’ must be the sieve 
through which we must filter each suggestion for 
higher standards in this industry.’” 

I am inclined to agree with Dewey that “motives 
of any sort are incidental rather than fundamental, 
that in the long run they reflect social situations 
rather than cause them.”® A man does not change 
his motives and then change his standards. It is 
the other way round. Motives grow out of social 
standards. If it is “the thing to do” to make all the 
money you can, without being scrupulous as to how 
you make it, if everybody talks about money mak- 
ing, if that is the basis on which success is rated, 
then a profit motive is likely to be dominant. That 
is the situation today in many sections of the com- 
munity. But a change in social standards will cause 
some other motive to be dominant. Attacks on the 
profit motive are of value only in so far as they help 


2Joseph N. Sletten, The Mechanics of Association Work, ad- 
dress at conference of state officers, Jan. 20, 1925. 

® John Dewey, “Industry and Motives,” The World Tomorrow, 
Dec. 1922, 357. 
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to change the color of social thinking.* Profit itself 
appears to be an indispensable element in our busi- 
ness system. 

The point we have reached is that ethics is a 
social and not merely an individual matter. The 
abstract ego, who figures so largely in ethical text- 
books, has no real existence. Human conduct al- 
ways involves relations, previous social experience, 
the pressure of public opinion. What we as persons 
do or refrain from doing is determined largely by the 
code of the group from which we received our train- 
ing, or with which we are constantly associated. 
Bound._together by a community of interests, the 
members of a social group tend to think and act 
~together. Through this joint activity, common 
ethical problems are faced, and the solutions em- 
bodied in custom and habit. 

We as yet know little as to the process by which 
social customs and standards come to be what they 
are. Sociologists have accumulated a good deal of 
information about the history of standards, among 
various peoples and in different grades of culture. 
But historical study deals at too long range to tell 
us much about the mechanism of change and devel- 
opment. Theories of a “social mind” are untenable; 
the individuals in a group form a physical mixture 
rather than a chemical combination. The problem 
before us is really psychological. Thus far Behavior 
Psychology has been concerned with the individual. 
It will be necessary for us to work out a special 


“Such attacks, however, often develop an increased emphasis 
on the profit motive, as a sort of defense reaction. 
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technique for dealings with the behavior of the 
group as a whole.® 

The trade association is a social group of the func- 
tional type, formed to promote certain common 
interests. I set down my own views as to the ethical 
process, with the understanding that they are merely 
tentative, and a challenge to further investigation.® 
In the history of specific industries in America, we 
may distinguish three main stages: the‘unorganized, 
the transitional, and the standardized. 

1. The preorganization period was common up to 
about 1905 or later, and every new line of business 
is likely to pass through it. The industry could 
hardly be said to exist as a social group. Compet- 
itors had little to do with one another, except by 
way of mutual attack and defense. The business 
man was affected by the customs prevailing in the 
larger world of business. New immigrants brought 
with them the ethics and craft traditions of the old 
country; the brewing industry in America, for ex- 
ample, largely reproduced that of Germany. But in 
general there were no standards of practice, except 
such as the business man derived from his early 
training, or from outside social contacts. And even 
these were likely to break down or wear thin in the 
hurly-burly of battle. War knows no law. The 
story of the average business, as carried on thirty 

5 Valuable pioneer work has been done by Eduard C. Lindeman 
in his study of farmers’ co-operatives, Social Discovery, (Republic 
Pub. Co., New York, 1925) to which I acknowledge my debt. 

® The generalizations which follow are based on data from per- 
haps a hundred industries. Valuable series of letters were placed 
at my disposal by Russell V. Williams of Rotary International, 


Benson Y. Landis of the Federal Council of Churches, and Em- 
mett H. Naylor of the Writing Paper Mfrs. Assn. 
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years ago, reads like an ethical nightmare. And I 
am inclined to believe that the situation was socially 
abnormal. The transition to a new and undevel- 
oped country and the conditions of large scale pro- 
duction, had resulted in an almost complete break 
with the traditional ethics governing business rela- 
tions. Old standards of competition had ceased to 
operate, and new standards had not yet crystallized. 
They could not take form until new business groups 
came into being. 

We have been inclined to glorify the individual 
as an independent moral agent. But in the pre- 
organization stage of an industry, the individual 
business man was subjected to an undue strain. 
If conscientious, he must, in the absence of generally 
accepted standards, do a great deal of moral experi- 
menting. He was compelled to work out for him- 
self the problems of right business conduct. But 
take the case of a man brought up to be strictly 
honest. What was he to do if he found himself 
in competition with men who could undersell him 
because they adulterated their goods and sold under- 
weight? Sometimes honesty proved to be the best 
policy for him; more often, to be perfectly frank, 
it didn’t. Occasionally an individual firm made an 
ethical discovery which its competitors were obliged 
to accept, because it was of marked economie ad- 
vantage, as in the case of Wanamaker’s “one price 
and goods returnable.” More often such discoveries 
were sunk without trace. The individual method 
of solving ethical problems is socially wasteful, and 
involves a heavy cost to the individual. For one 
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business man in this stage who saved his soul, there 
‘were probably twenty who lowered their standards. 

2. The transitional stage is of special interest, as 
it shows the beginnings of group thinking. The in- 
dustry has achieved at least a partial organization. 
Until the trade association can work out definite and 
adequate standards, the business man is thrown as 
before on his own moral resources. Which means 
that in meeting new situations he is guided by the 
standards of his community or social set. Dis- 
coveries of improved business practice continue to 
be made by individual firms. But this method of 
propagation is no longer barren. What one firm 
does is talked over in the group. The large corpora- 
tion is in a particularly favorable position for ex- 
perimenting along ethical as well as technical lines; 
it is strong enough to blaze a new trail without 
waiting for the action of its competitors. Contrary 
to the general impression, the large concern is likely 
to show a higher standard of ethics. This may be 
because its economic position is assured, or because 
its management is more intelligent. 

While some persons are more forward than others 
in their thinking and acting, it is probable that 
every member of the trade association, or perhaps 
we should say of the industry, contributes some- 
thing, either positive or negative, to the forming of 
standards. The drag of those who are not in sym- 
pathy with changes in practice is quite as important 
as the pull of convinced and enthusiastic leaders. 

The more I have gone into the history of specific 
industries, the more I am impressed by the gradual 
evolution of ethical standards, and the number of 
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persons who have had an active part in it. Take 
the advertising business, in the decade before the 
Boston convention of 1911. A great many different 
men, sometimes singly, sometimes acting together in 
small groups, moved against fake advertising, es- 
pecially medical nostrums and fraudulent promotion 
schemes. Printers’ Ink was influential in the same 
direction. Some important newspapers and mag- 
azines had begun to censor certain classes of ad- 
vertising. As one of my correspondents writes: 
“Here and there something happened to arouse 
comment on the subject and gradually sentiment 
began to focus and a group of advertising men be- 
gan to think about it seriously, ete. The thing 
definitely focussed at the Boston convention in 1911, 
but if it had not then and there it was bound to 
happen pretty quick anyway.” ” 

Stated in terms of recent psychology,® the process 
has been somewhat as follows. Each business man 
is constantly reacting to and being affected by his 
total environment. In this would be included the 
circumstances and state of business in general and 
of his own business in particular, the sentiments of 
the various social groups with which he is in con- 
tact, including his competitors or associates, and 
the actions of those with whom he has business deal- 
ings. As long as the environment remains fairly 
uniform, no special accommodation is called for. 
His responses are dictated by habit, perhaps in the 
form of trade custom. With the shifting of the 

"Letter of Harry D. Robbins, Aug. 5, 1925. 


* Mary P. Follett, Creative Experience, Longmans, Green 1924; 
John Dewey, Human Nature and Conduct, Holt 1922. 
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environment, he is confronted by a problem of ad- 
justment. It may be a change in business con- 
ditions—bad times or increasing competition, the 
change from a sellers’ to a buyers’ market as at the 
close of 1920. It may be the general shift that has 
followed the pioneer era, when new methods of 
doing business appear, and the buying public be- 
gins to be impatient with the old methods. It may 
be a change of sentiment within his own group. 
The way the business man works out his problem 
in turn contributes something. The mental and 
factual response he makes to the change in environ- 
ment is the cause of further change. 

As the members of an industrial group have been 
affected to a large extent by similar environmental 
stimuli, their responses are likely to be similar. A 
series of group adjustments takes place. This sit- 
uation, if continued for a sufficient length of time, 
gives rise to common habits of response. These 
response habits, or trade customs, interacting with 
the environment, in turn produce trade ethics, or 
the common sentiment as to what is the thing to 
do or not to do. What I have called the unwritten 
code has probably come through this orderly 
cumulative process. 

Trade ethics, however, may also arise through 
conflict. Changes in environment may be of such 
a character as to challenge the interests of the group 
as a whole. This was notably the case in the dis- 
locations which followed the War. It becomes 
necessary for the group to pay attention to group 
behavior. On the one hand, the industry is threat- 
ened by increasing competition, perhaps from sub- 
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stitute products. On the other hand, certain prac- 
tices, just because they bring an immediate ad- 
vantage, are spreading with dangerous rapidity. 
The trade association, which tends to take a long- 
term view, faces the problem of standardizing prac- 
tice. This may be the advance to new positions, 
or it may be a new emphasis on positions generally 
accepted. A process of deliberation ensues, often 
quite general in character and extending over a 
number of years. Leadership counts for a good 
deal. A small number of far-seeing men, in re- 
sponse to the general situation and the sentiment 
of the membership, keep the matter of ethics in the 
foreground. Apart from the phrasing, the code 
which is finally adopted by the group has largely 
written itself, as one association secretary puts it.’ 
The effectiveness of the standard as a behavior pat- 
tern depends on the proportion of “marginal mem- 
bers.”” These may be firms belonging to the asso- 
ciation whose consent has been merely nominal, or 
outside firms that have taken no part in the delib- 
eration. Even those members of the organized 
group who have consented to the standard, will 
show wide variations in their practice. 

3. In the standardized industry, the adjustment 
of the group to the environment has reached the 
point of relative stability. There is a working in- 


*In the large association, the leadership of the paid secretary 
and other officers is of relatively greater importance. And the 
mass convention gives more play for emotion. I have omitted 
from the picture the “ideal” code, often expressed in great detail, 
the adoption of which does not represent either deliberation or 
real consent. 
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tegration between its interests and those of related 
groups. The more important problems of ethics 
have been worked out, and their solutions are gen- 
erally accepted. It is true that these standards or 
behavior patterns are of a broad character. They 
must be adapted by the individual to each situation 
as it arises. But common habits of response have 
become fixed through time and contact and educa- 
tion. A firm would no more think of going counter 
to the public opinion of the trade association, in the 
matter of business ethics, than it would of repudi- 
ating its financial obligations. The latter sentiment 
is of course an ethical standard, but one which the 
industry shares with the business world as a whole. 

As an example of a standardized industry, or 
rather a standardized group within an industry, we 
may take the Associated Business Papers. This is 
an organization of trade journal publishers, with a 
selected membership of about 120, out of perhaps 
1400 publications in this field. The business paper 
performs a definite function. It reaches a class of 
readers who have special trade or technical interests, 
and supplies an advertising medium for firms cater- 
ing to those interests. There is a constant tempta- 
tion to allow advertising to creep into the news and 
editorial pages. The better class of papers early 
realized the danger. They saw that such a practice 
would lower the value of their reading matter and 
jeopardize their standing with the trade they served. 
The first national organization was the Federation 
of Trade Press Associations, formed in 1906. By 
1913, the developing ethics of the group had reached 
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a point where it could be given definite expression, in 
a Declaration of Principles. As the Federation 
proved to be too unwieldy and slow moving for ef- 
fective standardization, the Associated Business 
Papers was incorporated in 1916. In their Stand- 
ards of Practice, the member pledges himself: “To 
consider, first, the interests of the subscriber... . 
To eliminate, in so far as possible, his personal 
opinions from his news columns. . . . To refuse to 
publish ‘puffs’, free reading notices or paid ‘write- 
ups’; to keep his reading columns independent of 
advertising considerations, and to measure all news 
by this standard: ‘Is it real news?’” Not only is 
acceptance of the code made a condition of member- 
ship, but the applicant must have established a 
reputation for fair practice. Committees recelve 
complaints of violation, and take steps to remove 
their causes; competing papers watch each other 
rather closely. Membership has thus come to be a 
certificate of honorable achievement, and business 
papers naturally gravitate toward the Association 
as soon as they reach a point where they may justly 
expect to be admitted.”? 

Standardization might conceivably break down 
under the strain of radical economic changes, or as a 
result of moral deterioration. The long-term view 
is a habit easily broken. At best, the accepted be- 
havior patterns apply only to the organized asso- 


*'This, or a modification of it, was.the model for the various 
standards of practice adopted by the Associated Advertising 
Clubs at Toronto. 

“Codes of Ethics, 447:1, 3-4; Henry H. Norris, “Ethics of 
Industrial Publishing,” Annals, May 1922, 188; letter Jesse H. 
Neal to Rotary International, Aug. 18, 1925. 
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ciation in the trade. The industry as a whole, as 
a broader social group, includes many firms out- 
side the pale. Some of these are influenced by the 
association’s standards, and their practice can 
hardly be distinguished. Others are still following 
the policy of immediate advantage, and causing 
friction within the trade and unfavorable reactions 
without. The presence of this group is, in-a sense, 
an advantage. They serve as a perpetual stimulus 
tothe association, in the matter of ethies:~Con- 
stant effort is required to keep its practice clean, 
and to guarantee the good-will represented by the 
association emblem. 


CHAPTER XIV 
Ersics As A SCIENCE 


HE need for a more scientific treatment of 

Ethics appears in two directions. The business 
man, and particularly the organized business group, 
is constantly confronted with new problems of be- 
havior. Thus far, business ethics has been a more 
or less empirical art. If the experience gained in 
this way can be carefully analyzed, and working 
rules developed for the appraisal of behavior, the 
adjustment of business relations will become more 
rapid and effective. And what is true of business 
applies equally to social ethics as it affects the com- 
munity or the nation. Our interest in the present 
book is in this fundamental problem of evaluation. 
A science of Ethics, as I conceive it, is concerned 
solely with the question of what is ethical. The 
further and pressing problem of applied ethics, how 
to get people to do what is ethical, I must leave to 
the psychologist and the educator. 

The second demand comes from the teaching 
field. The War brought a serious break with tra- 
ditional standards of conduct. Mere authority has 
lost its spell. The younger generation is asking 
what is the basis of ethics, and why certain prac- 
tices are to be considered right or wrong. This sit- 
uation, though alarming, is on the whole salutary. 
It will be necessary for society to build up a new 
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ethical theory on the basis of experience. This has 
not yet been done in any systematic way. A more 
scientific treatment of the subject does not mean 
that we are to tear up our accepted community 
ethics and start over. For ordinary situations, the 
traditional behavior pattern, representing as it does 
the accommodation of many generations, is ample 
for its purpose. Whenever these patterns are ques- 
tioned, the student ought to understand the gen- 
eral process by which social standards have grown. 
It is in meeting the new problems brought out by 
our developing civilization, that training is particu- 
larly needed. As a matter of fact we are not teach- 
ing Ethics at all. We are sending into business, for 
example, from our schools and colleges, a generation 
that has gained no knowledge of business standards 
or the reasons for them. Their idea of success is 
apt to be the survival of the shrewdest. 

The educational need goes further. If social 
evolution is to continue in a normal way, and the 
needed readjustments made from generation to gen- 
eration, it is necessary to develop in our coming 
citizens the trained critical faculty. Mere knowl-. 
edge of what has been, in the way of customs and 
institutions, is not sufficient. There is only one 
adequate _substitute_for—unreasoning conservatism 
and precipitate _radicalism,—a training in the tech- 
nique of -sound-ethical appraisal. There is a defi- 
nite movement in educational circles to shift the 
emphasis from the physical to the social sciences, 
and to base instruction in the latter on the handling 
of concrete material. An ethical science which can 
be taught, in the sense of discovered, may prove to 
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be the natural approach to broader social studies, 
both in the college and the high school. 

For the present scientific age we cannot deduce 
the laws of conduct from abstract principles, or 
from the words of an authoritative teacher. To do 
so would be as futile as to take our astronomy on 
authority, or to learn anatomy from some arbitrary 
notion of the human body. The historical treat- 
ment of moral standards and ethical systems is in- 
teresting and important. It helps us to keep a 
proper sense of perspective. But such a study 
should follow first hand investigation rather than 
precede it; the history of physical theories is not the 
way we take to advance our knowledge of physics. 
It will be necessary to follow the inductive method 
that has proved so fruitful in other lines of re- 
search. For this reason, Social Ethics is likely to 
find more congenial soil in a department of So- 
ciology than in the usual department of Philosophy. 

For both practical and educational purposes, a sci- 
entific procedure in Social Ethics may be thus out- 
lined: selection. of typical social groups, open- 
minded study of the method of ethical evaluation 
followed by these groups, the application of this 
method to specific problems. 

The experience of modern business supplies us 
with a convenient starting point. My own re- 
searches in this field were prompted solely by the 
need for concrete material, on which ethical induc- 
tions could be based. Ordinarily the development 
of group ethics takes place so slowly that the stages 
of its growth and their underlying causes are hard 
to follow. In the case of American business, the 
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process has gone on within our generation. The 
movement for standardizing business practice 
through the trade association began roughly with 
the new century and was not fully under way until 
the World War. Thus the development of group 
standards has been not only rapid but contempo- 
rary. The leaders in the movement are able to give 
us the experience out of which it has grown. And 
the new ethics is recorded in written documents, of 
great number and variety. There are enough cases 
to make generalization possible. Business ethics 
thus supplies an unusual laboratory for study. Let 
us consider how far it enables us to develop, by 
analysis and criticism, a sound ethical method. 

How have trade associations discriminated be- 
tween the ethical and unethical? In answering this 
question, we must apply a heavy discount even to 
the winnowed material we have been using. Much 
of our business ethics “just growed.” Numerous 
code provisions must be recognized as the product 
of a sense of honor and courtesy; such an attitude 
has become somewhat general in American industry, 
in the wake of the trade association movement. 
And it is well to remember that the practical busi- 
ness man is a good deal of an idealist, especially in 
the atmosphere of a trade convention. Sentiment 
is an important ally of ethics, but it is not very 
discriminating. 

It is necessary to confine attention to the specific 
rules laid down for a particular industry. When we 
analyze the method which the associations have fol- 
lowed in such eases, it proves to be surprisingly 
simple. The code—and I refer to the unwritten 
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code, rather than to the written document which is 
its expression—is not the application to business of 
ready made principles or formulas. It represents a 
fresh induction from experience. The practices put 
under the ban are those which have been found to 
jeopardize that industry. The practices endorsed 
are essential to its standing and efficiency. The 
trade association, in other words, has followed a 
rough process of social evaluation. Group action 
and reaction are noted and appraised. Conduct is 
judged by its consequences. If the reaction on the 
group is favorable, the practice in question is re- 
garded as ethical. If the reaction is unfavorable, 
it is unethical. 

There is nothing new in this method of ethical 
appraisal. Business groups have followed, some- 
what more definitely and consciously, a process that 
has gone on throughout man’s social history. 
Human beings have been forced by experience to 
adapt their behavior to the conditions of the com- 
mon life. Even the most primitive tribes have a 
certain body of custom regulating the conduct of 
their members. No one would claim that all cus- 
tomary standards are based on experience. But 
customs and standards that were directly contrary 
to the well-being of the group, would put it at a 
serious disadvantage. Thus a certain process of 
natural selection tends to correct ethical adjust- 
ment from one generation to another. Naturally 
the simpler relations are the first to be standard- 
ized The more elaborate accommodations, which 
a higher civilization requires, are of later growth 
and still in process. 
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Look at the matter, for a moment, from the broad 
standpoint of Biology. The problem of right con- 
duct is the problem of evolving life, in its highest 
phase. All living beings must adjust themselves to 
their environment. To a species as a whole, or to 
any important group within the species, the reward 
of successful adaptation is a normal, fully developed 
life for its members. They attain a relative ad- 
vantage over other groups. The penalty of failure 
is stunted development and premature death. The 
resulting handicap may reach the point of actual 
extinction. The dinosaur and the mammoth have 
passed from the earth because they were unable to 
adapt themselves to changing environmental con- 
ditions. 

The human race, whatever its advantage over 
lower species, is subject to the same fundamental 
law. Constant adaptation is the condition of nor- 
mal and successful living. The race as a whole 

‘must adjust itself to the environment, physical and 
social. While physical factors—natural forces, food 
supply, health and disease—are an important ele- 
ment in this adjustment and have ethical meaning, 
the environment of our species is preéminently so- 
cial. The chief problem of adaptation lies in the 
field of human relations. And the evaluations and 
adjustments are worked out, not by the isolated in- 
dividual, but by the group. As I use the term, the 
group is a certain number of persons acting as a 
unit for the purpose of advancing a mutual 
interest.* 

This biological approach, which I regard as fun- 


1 Cf. Lindeman, Social Discovery, 207, 222. 
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damental, clears up a good many of the difficulties 
that have beset the path of ethical theory. It gives 
us a functional conception of ethics, as the art and 
science of social adjustment. And this adjustment 
is essentially practical in character. The social en- 
vironment, to which the group must adapt its be- 
havior, is constantly changing, partly as a result 
of the group’s own activities.” But the limits of 
change, and hence of stimulus and response, are 
fixed by the nature of the Universe of which we are 
a part.2 There is probably a close correlation be- 
tween what we are accustomed to call moral, psy- 
chological and physiological laws. The function of 
ethics is to shape the behavior patterns of the group 
in such a way as to promote normal and efficient 
living. In a sense, each social group. to which a 
person may belong is subject to the iron law of sur- 
vival. It must evaluate and seek to attain its own 
interests. In ethical appraisal, however, the con- 
flict and integration of interests that is constantly 
going on between various groups, makes it neces- 
sary to consider all who are affected in a practical 
way by the behavior in question. The ultimate test 
is the well-being of the human species as a whole. 
For it is as a species that we are living together on 
this planet, facing a common problem of adjustment 
and survival. This rather abstract statement of the 
ethical process will become clearer, as we return to 
the procedure of the trade association. 

According to our working definition, the ethical 


*See ante p. 185. 
* This idea is developed more fully in Chapter 15. 
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is that which has positive social value. It follows 
that the term has a relative meaning, as we con- 
sider narrower or wider circles of contact and re- 
lation. The social effects of any line of conduct, 
the reaction which it brings, may be direct or 
indirect. 

It is natural that the trade association should 
consider first the direct reaction, the effect of mem- 
bers’ behavior on the standing and prosperity of 
the group. Examples may be taken almost at ran- 
dom. Selling below cost is quite generally regarded 
as unethical, because the practice is demoralizing 
to the industry. So with commercial bribery, and 
a host of other business sins. The Ice Cream Man- 
ufacturers forbid the “spreading of false informa- 
tion that may injure the reputation of a competi- 
tor’s goods, or cause the public to lose confidence in 
Ice Cream as a wholesome food product.” * The 
Truth standard promotes the interests of all legiti- 
mate advertisers, and safeguards their investment. 
The business of the Florists’ Telegraph Delivery As- 
sociation has been conditioned from the beginning 
on financial integrity and efficient service. “I will 
give the same or better service to F. T. D. orders 
than local transactions, believing that by so doing 
we gain the fullest confidence of the public.” ° 

Just because a certain practice will bring an im- 
mediate advantage to the industry, it does not fol- 
low that the practice is ethical. Indirect reactions 
are beginning to be reckoned with. In order to 
secure and perpetuate normal relations, the business 


“Codes of Ethics, 244:4. ®7d., 184:6. 


198 THE ETHICS OF BUSINESS 


group acknowledges definite obligations to the em- 
ployees, to other branches of the industry, to the 
public. The Motion Picture Theatre Owners con- 
trast honor and integrity with a course which might 
offer greater monetary profit, and aim to so conduct 
their business that “the Motion Picture Theatre 
may take its rightful place as a real and valued 
asset to the community.” ® The Upholstered Fur- 
niture Manufacturers: “To protect the interests of 
the public by creating a product built entirely of 
new and sanitary materials.’7 The Electragists 
are “to bring to the attention of the proper authori- 
ties the existence of electrical conditions which are 
unsafe to life and property.” ® The wholesalers of 
electrical supplies realize that “the function of a 
jobber is entirely that of service in one form or 
other.”® In the recent code of the Associated 
Tile Manufacturers: “Methods and practices de- 
signed to secure immediate gains without reference 
to their effect on the general public or their ultimate 
effect on the tile business generally, are condemned. 
Every member will conduct his business with 
growth and the development of the tile industry 
and with the building public as a whole constantly 
in mind.” ?° 

Business ethics, as far as it represents a process 
of reasoning, is the attempt to adjust the social re- 
lations of the group through observing the conse- 
quences of behavior. I doubt if the full implica- 
tions of this method have been realized by any in- | 

°Fd., 376: 1, 4. 


"Id., 189:2; Proceedings, Am. Trade Assn. Executives, 1924, 72. 
Selo gas len tooo. *° Adopted Oct. 16, 1924. 
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dustry. The effects of behavior on related groups 
are only imperfectly appreciated or understood. 
Take the gaps which appeared in our chapter on 
The Employee, or the moot question of direct sell- 
ing. The interests of other social groups are gen- 
erally vocal, if our ears are sufficiently acute. Fric- 
tion and ill-will are danger signs, indicating situa- 
tions which require attention by the trade. Criti- 
cisms by the public may well be taken into account. 
With growing intercourse and inter-dependence, it 
will be necessary to consider the entire community, 
the nation, the society of nations. This is only a 
more precise way of saying that, in deciding ques- 
tions of business ethics, the public interest is 
paramount. 

Here is an objective test which is capable of the 
widest application. It may be used to cover any 
type of group relations. I would put this standard 
of measurement in the form of two practical rules. 
They apply to a community quite as much as to a 
trade association or profession. First, what is the 
effect on our own group of the line of conduct under 
consideration; is it favorable or unfavorable? Sec- 
ond, what is its effect on the wider community with 
which we are in contact? ‘Trade associations and 
industrial arbitration boards are constantly facing 
new situations, where custom and precedent do not 
directly apply. They will, I believe, find their 
work facilitated by the use of these practical tests.** 

The main problem of Social Ethics is the applica- 
tion to each representative case of this method of 


“These rules for evaluating group behavior do not necessarily 
hold good for the person or firm as an individual. As I have al- 
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ethical appraisal. The effects to be noted are 
largely economic. They involve also such factors 
as health, eugenics, standards of living, the devel- 
opment of personality—whatever may be of meas- 
urable value or harm to the human species, or to an 
important section of the species. In some situa- 
tions, the answer is fairly obvious, to those ac- 
quainted with the conditions. The conclusions 
reached in regard to one problem may furnish a 
clue to the solution of other problems, perhaps in a 
different industry, or even in a social group of an- 
other type. Certain findings, like the value of 
truth in advertising or commercial honesty, are so 
broad in their application that they assume the 
dignity of general principles. On the other hand, 
where indirect consequences must be traced, the dis- 
covery of the ethical may require laborious study, 
extending over many years. The science of Ethics 
will be written, not in a book, but in libraries, ever 
accumulating the results of social research. 

In previous chapters, I have found it convenient 
to group lines of business conduct under a number 
of ethical principles. This method and term may 
require a word of explanation. In the pre-scientific 
age, much emphasis was placed on “the Law of 
Nature’, discoverable by human reason. In a sense 
the idea is entirely valid. We do live in a world of 
specific character, and we may learn what that char- 


ready suggested, an ethics of the individual—and we have had a 
good deal of this in the text books—is an interim ethics, an 
emergency procedure to be followed until the social group can 
function normally through the interaction of its members. 
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acter is and act accordingly. But the natural law 
or principle of the modern scientist is quite a dif- 
ferent thing. It is a human generalization, a piece 
of intellectual economy. Take the matter of Hon- 
esty. There is no such thing as honesty in general, 
any more than there is such a thing as gravitation 
in general. What we discover is an infinitely var- 
ied series of social relations. Some of these group 
themselves in such a way, with reference to their 
effects, that we are able to speak of honesty as an 
ethical principle. We may lay down the law that, 
in the long run, honesty is the best policy for the 
community; modern life cannot be carried out suc- 
cessfully on any other basis. An ethical principle 
of this sort is only a rough approximation, like the 
corresponding laws of natural science, but it is often’ 
of great value in solving practical problems. 

For the teaching of Ethics, the chief value of busi- 
ness and professional codes is the training they give 
in ethical method. And this training cannot be 
gained by lectures or text-book assignments. It 
must be acquired through practice. The student 
needs to discover for himself the way compact 
groups, such as the trade associations, have at- 
tempted to make the social adjustments which 
group life requires. The Social Ethics class-room 
may be regarded as a laboratory. Standards of 
practice in industry are the material to be studied 
and analyzed, as one would interrogate specimens 
in other science work. A code of business ethics 
cannot profitably be criticized from the outside. It 
is necessary to put oneself within the experience of 
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the group in question. The first objective is to 
learn what important ethical evaluations have been 
made by the industry, and the reason for them. I 
have suggested in the Appendix a list of the indus- 
tries and professions most suitable for assignment, 
with the important background literature, still far 
too meagre for the purpose. 

As reports on the standards of various industries 
are presented and discussed, the way will be opened 
for three further lines of study. The first is that of | 
generalization. By comparative study of other 
codes, the student will be able to classify their pro- 
visions and draw conclusions as to the general 
method of evaluation which has been followed. 
The second line of investigation may be termed con- 
structive criticism. How far are the codes consist- 
ent with their own ethical method? Many indus- 
tries have failed to carry their appraisal beyond the 
direct reaction on their group. It may not be pos- 
sible to determine, with any scientific accuracy, the 
effect of group practices on the wider community. 
But the question should be raised, in definite form, 
in order to bring out the full implications of the 
method. In the third place, specific problems of 
business ethics may be assigned for solution. The 
Harvard Bureau of Business Research is now col- 
lecting case material of this sort. My own feeling 
is that the handling of problems should follow the 
study of business standards; they should be used 
much as we use originals in geometry. Ethical 
evaluation is a social process. Observation and 
criticism of trade association procedure ought to de- 
velop a reliable technique. Until the student gains 
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that, his attack on a particular problem is likely to 
be desultory and ineffective.?? 

Business ethics, however important in practice 
and as a discipline, is only one phase of Social 
Ethics. Both for the perfecting of ethical tech- 
nique, and as a preparation for citizenship, the sec- 
ond half of the course may profitably be devoted to 
assigned problems in other fields. These range all 
the way from employment or safety or public health 
to racial contacts and international relations.”* 
The work can be made to dove-tail into parallel 
courses in economics, applied sociology and modern 
history. For the purpose in hand, completed cases 
should be used as far as possible. By this I mean 
situations where the consequences of a given line 
of action, or inaction, are fairly well known, so that 
they may readily be traced by the student. Other- 
wise class discussions are likely to result in little 
more than dogmatic opinion, whether it be that of 
the teacher or the pupil. In the choice of topics, 
the data should be sufficient to warrant at least a 
preliminary attempt at social appraisal. The im- 
portant thing is not the conclusions reached, but 
the method used to seek conclusions. The course 
is designed to supply what a democratic society 
chiefly demands of its members—the trained critical 
faculty, the habit of tracing reactions and judging 


“This does not apply if problems are taken from the experi- 
ence of the trade association group as a whole, rather than from 
the experience of individual firms. The case method might then 
be used from the start, in place of the assignment of specific 
industries as a basis for study. 

12Some of the material now available is suggested in Ap- 
pendix B. 
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conduct and custom by their consequences, the open 
mind everlastingly calling for facts. 

The adjustment of social relations on a sound 
experimental basis is the supreme challenge of our 
generation. The practical phases of the task lie be- 
yond the scope of this book. Conclusions reached 
by a science of Ethics need to be embodied in cus- 
tom and public opinion, and finally in laws and in- 
stitutions. The simple homogeneous community 
which shaped the ethics of yesterday, has been split, 
like our industry, into functional units. The cre- 
ative ethical groups of today range from the boys’ 
gang to the women’s club, from the farmers’ co- 
operative to the labor union or the trade association, 
from the political party to the League of Nations. 
Standards of behavior are being built up, as in the 
past, by a slow and expensive trial and error. The 
process may be hastened and controlled through the 
development of scientific methods. Social accom- 
modation has lagged behind our knowledge of 
physical forces. But an applied science of Social 
Ethics is probably no more difficult than the prob- 
lem of power transmission or the navigation of the 
air would have appeared a hundred years ago. 


CHAPTER XV 
CHRISTIANITY AND BusINESS 


[* the business codes which we have studied, the 

effect of Christian teaching is often apparent. 
This is what we should expect of group ethics de- 
veloped in a community under Christian influence. 
The Golden Rule, for example, is repeatedly quoted 
or referred to, often giving chapter and verse. But 
my purpose in the present chapter is not to dis- 
cuss this influence in detail. It is rather to suggest 
certain parallels between the position of Jesus and 
the recent ethical movement. Business and Chris- 
tianity have so much in common that it is important 
they should understand one another and not work 
at cross purposes. 

There can be no conflict between Economics and 
Ethics, since they deal with the same world. If 
there is an apparent contradiction at any point, it is 
because one or the other is not dealing with reality. 
When we talk of Christianizing business, there is 
need of clear thinking. To men actually engaged in 
the commercial field, either as actors or students, 
the suggestions made often appear vague and un- 
practical. This may be due in part to the fact that 
certain traditional ways of thought have led us to 
view the ethical teaching of Jesus through a dis- 
torted vision.’ 


1J refer particularly to the dualism of God and the world that 
has characterized the Latin stream of Christian theology, and 
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To know what Jesus taught, it is necessary, in 
the first place, to revise the translation even of our 
Revised Bible. I refer to the confusion of the 
auxiliary verbs “shall” and “will’. Most of us 
have more or less difficulty in their proper use. One 
of Barrie’s characters, going to London to obtain 
work as a reporter, is asked by the editor if he has 
gotten the distinction between them. “No,” an- 
swers the young Scotsman, “and I never will.” But 
we have learned from usage and the study of gram- 
mar that will in the second and third persons, and 
shall in the first person, means simple futurity. 
Shall in the second and third persons, and will in 
the first person, has a stronger meaning, signifying 
intention or promise or command. In the third 
person particularly, our Bible translations are con- 
stantly using shall where present usage calls for will. 
The confusion can be traced directly to Wycliff’s 
version, like the Thee and Thou of what Donald 
Mitchell used to call the English sacred dialect. 

The difference which this correction makes may 
be made clear by a few examples. “Blessed are the 
merciful, for they will obtain mercy,’ not “they 
shall obtain mercy”, from God as one would nat- 
urally be led to suppose. Jesus is formulating a 
law of human behavior, very much as Newton 
formulated the laws of motion. Just as a stone 
thrown into the air will be drawn back to the earth 
by the force of gravitation, so the merciful man will 
to the extreme individualism which came in the wake of the 
Reformation. In my Chaos or Cosmos? (Dutton 1922) I have 


developed more fully the idea of Christianity as a working 
hypothesis for interpreting the Universe. 
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be shown mercy by his fellows. “Judge not, and 
you will not be judged,” another example of social 
reciprocity. ‘Whoever exalts himself, will be hum- 
bled and whoever humbles himself will be exalted.” 
Pride, in other words, defeats itself, because it is 
incompatible with open-mindedness. “Give, and it 
will be given unto you.” Give and every one will 
begin‘ giving to you, again the principle of action 
and reaction. “Blessed are the meek, for they will 
inherit the earth.” The world is so arranged that 
it will eventually come into possession, not of the 
grasping and cruel, but of the considerate, who rec- 
ognize the principle of common interest. These are 
not God’s commands, with appropriate rewards and 
penalties. Jesus is not legislating; he is interpret- 
ing life. He is telling the results which, in this 
Divine world, may be expected from certain courses 
of action. 

As a second preliminary, let us try to understand 
what Jesus meant by that phrase which is so domi- 
nant in his teaching, the Kingdom of God.? In cur- 
rent definitions, the Kingdom is thought of as a 
social order, an ideal in the Mind of God to be cre- 
ated in our human society. But Jesus’ conception 
is more fundamental. He thinks of it rather as an 
activity already existing in the Nature of God, to 
which the social order must conform. For the Ori- 
ental, kingdom meant kingship or dominion rather 
than realm; the relations between ruler and ruled 
were on a more or less personal basis. The phrase 

*Ernest F. Scott, The Ethical Teaching of Jesus, Macmillan 


1924; Kirsopp Lake, Landmarks in the Hist. of Early Christianity, 
Macmillan 1920, chap. 1. 
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“Kingdom of God” had a long previous history. In 
general, the Jews of the first century thought of it 
as the direct rule of God on earth, which was to be 
inaugurated at the end of the present age, with 
Jerusalem as His capital. Such a conception colors 
many passages in the Gospels.? Jesus’ characteris- 
tic use of the term is clear, however. He strips it 
of its local and material setting. But he retains the 
basic idea of Sovereignty. The Kingdom is the Di- 
vine Dominion, the personal rule of the Christlike 
God. It isa relation, or set of relations, which men 
may see and enter and take part in. 

For Jesus, God is here in our present world, as 
the Power behind all phenomena, the external Uni- 
verse of our daily experience. As the Divine Father 
is back of the feeding of the birds and the coloring 
of the flowers, the sunshine and the rain, so He 
forms the ever-present Envirgnment for human so- 
ciety. All persons and social groups stand in rela- 
tions with such a God, relations that are direct, per- 
sonal, normative. Because God is here, the King- 
dom of God is here. It is “at hand’, “in our midst”, 
present and not merely future, not a utopian dream 
but the greatest of all realities. Already the Divine 
Dominion belongs to the humble and receptive, to 
those who have been made to suffer for its prin- 
ciples. When we live out the prayer “Thy King- 
dom come,” our task is not to create a new and un- 


*It is possible that Jesus himself expected an early ending of 
the present world, and thus developed to some extent an interim 
ethic, for example in regard to property. If so, a correction of 
his time perspective would not change any of the interpretations 
that follow, which are concerned only with certain aspects of 
Jesus’ teaching. 
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tried society. It is rather to “accept the Universe,” 
the kind of a Universe which Jesus describes. It 
is to recognize the Divine character of the world in 
which we are already living, to learn its necessary 
laws and conditions and adjust our human rela- 
tions accordingly. 

That is the significance of the opening phrases 
of the Lord’s Prayer. God’s will done, man’s full 
knowledge and acceptance of His rule, is an ideal 
of the future. But the rule itself is a fact, just as 
it is in what we may call the physical side of God’s 
activity. As the engineer works with the Divine 
forces of electricity or heat, so we are to bring our 
social order into line with God’s behavior. Jesus, 
in his ethical teaching, is describing the real world. 
As I have already suggested, he is constantly call- 
ing attention to the results which follow typical . 
lines of conduct, the reaction on ourselves from 
what we do to others.* And it all rings true to 
human life as we know it. We may say that he is 
tracing laws of cause and effect in social relations, 
laws that, through the interaction of organism and 
environment, have their basis in the nature of the 
Universe. Jesus was far more than a teacher of 
ethics. His ethical instruction, thrown off as it 
were as a sort of by-product, is transfigured by the 
attitudes and emotions and conscious personal re- 
lationships with the Father, which we call Religion. 
Into that phase of his teaching we cannot enter. 
But the by-product is itself of inestimable value. 
We begin to realize that Jesus is to Social Ethics, 


‘Jesus’ method of appraisal is similar to that developed in 
Chapter 14 from the evaluation practiced by social groups. 
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what Newton is to Mechanics, or Faraday to the 
study of Electricity. 

With our inherited individualism, we have been 
missing Jesus’ strong emphasis on social solidarity. 
Christian leaders, in their interpretation of the 
Kingdom idea, have tended to put exclusive stress 
on winning men and women, one by one, and 
changing their motives. They have caught the so- 
cial goal, but the method taken to reach it is like 
harvesting a thousand acre wheat field with sickles. 
Between the individual and the community there 
is a constant and necessary interaction. A moral 
man and an unmoral town or trade will influence 
each other. Not only does life find expression and 
fulfillment in social relations, but beyond a certain 
point it is impossible to change persons’ motives 
without raising the standards of the groups to which 
they belong. I have been interested to discover 
how well these two factors are balanced in Jesus’ 
teaching. 

Jesus does recognize and deal with the individual. 
But always as a social being. God’s world is es- 
sentially social. No man lives to himself alone. 
Actions return to us in kind. Forgiveness, like 
mercy, is reciprocal. What affects one affects all. 
Each child of God is taught to pray: not, My 
Father, give me this day my daily bread; but, Our 
Father, give us this day our daily bread. Not sim- 
ply, Forgive me my sins, the debts I have not paid; 
but, Forgive us our sins, the sins of our common 
humanity the world over, which weaken and improv- 
erish us all. Lead us not into temptation, but de- 
liver us from evil. 
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In Jesus’ teaching, human society is more than a 
bundle of isolated units. The goal is always a so- 
cial goal, and the method of redemption a social 
method. “The field is the world, and the good seed, 
these are the sons of the Kingdom.” He stresses 
example, contact, social leadership. The world 
owes its preservation and its light, or the op- 
posite, to our influence. “Seek ye first His King- 
dom and His righteousness;” we are to make the 
Divine Dominion and its laws of life our chief con- 
cern. “And all these things will be added unto 
you,” a plural you, because human relations are 
then normal to the Universe. 

Love, as Jesus uses the term, is not emotion, 
though it may be accompanied by emotion. It is 
rather esteem, consideration, good-will. “Love 
your enemies and do them good’”—the two phrases 
are practically synonymous. That is the way God 
loves, by doing good to all, by making His sun to 
shine on the evil and the good. Love or good-will 
is not only a motive, a driving force; it is a law of 
life. God’s world, in which we live, is organized 
on that basis. Without mutual consideration and 
good-will, normal human relations are impossible. 
Good-will takes its place with other great prin- 
ciples of Christian ethics, such as service, truth, jus- 
tice, stewardship, social responsibility. Primarily 
these are not motives, or incentives. They are 
standards of living, laws of social relationship. 
When these standards of living are practised, when 
these laws of conduct become normative, correspond- 
ing motives spring out of them. The practice of 
good-will generates a feeling of good-will. The 
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service motive follows from the service standard. 
In the case of the ethical pioneer, the moral leader, 
the process may be reversed. A radical change of 
attitude and motive in the individual may help to 
generate in the group the standard or behavior pat- 
tern of good-will and service. But the psycholo- 
gists tell us that ordinarily we learn not by feeling 
but by responding. 

Christ’s followers are to proclaim the oboe news 
of the Kingdom, as the key to rational living, to 
permanent satisfactions, to social progress. In 
this Divine Dominion, and the social standards 
which come to be built upon it, there is the power of 
growth, as in his figure of the mustard seed; it has 
all the leavening quality of yeast. That is good 
social science. All our ethical adjustments have 
come in this way, through the development of sound 
social standards, embodied in custom and habit, and 
having behind them the pressure of public opinion. 
And social standards, abiding and growing in 
strength from generation to generation, are the basis 
of laws and institutions. The Kingdom can “come” 
in no other way. 

With this restatement of Jesus’ ethics, we are in 
a position to compare his teaching with the ethical 
movement in business. If the Master has given a 
correct interpretation of the Divine world in which 
we live, we should expect his findings to be con- 
firmed by practical experience. And that is exactly 
what we have seen in our study of business codes. 
Many of Jesus’ principles, or principles similar in 
character, have been rediscovered by the manufac- 
turer and the merchant. 3 


ee 
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Business groups, in their relations between com- 
petitors, have been compelled to recognize the prin- 
ciple of Common Interest. By following this 
standard, business could be carried on more suc- 
cessfully than on the old system of ruthless com- 
petition and immediate personal advantage. The 
relations between those in the same trade were more 
normal, more harmonious, more fruitful. The only 
reason we could assign was that we live in that kind 
of a world. Exactly what Jesus said; we live in 
that kind of world, a social world, where we are 
members one of another. 

We found the retail merchant, under the leader- 
ship of John Wanamaker, discovering the re- 
flex value of Good-will. Courtesy, consideration, 
fair dealing, brought in return the good-will of the 
customer. Whatever the motive, it paid, it was 
good business. That is Jesus’ Golden Rule. 
Though cast in the form of an injunction, he really 
is stating a law of human life, that every action 
brings its appropriate reaction, that other people 
will treat us about as we treat them. “For with 
what measure you measure, it will be measured to 
you in return.” Again the reason is because we live 
in a social world, and a social world of a particular 
character, which takes its character from God. 

Truth, absolute honesty of statement, the free- 
dom of advertisements from fraud and exaggeration 
and misrepresentation. The advertising men were 
forced to recognize that principle. They wanted 
to sell goods, and they found that they could not 
do it successfully for any length of time unless they 
told the truth. Jesus said a great deal about Truth. 
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It was a necessary feature of the real world, the 
Divine Dominion, which he was describing. 

We found Honesty to be the foundation of our 
credit system, of our system of contracts, of all lines 
of manufacturing and merchandizing that would be 
permanently successful. The complex business of 
today is really unworkable on any other basis. 
Jesus would have watched this experience with the 
keenest interest; he repeatedly called attention to 
the faithful and the unfaithful steward of his time. 

We have noted the increasing recognition of the 
principle of Service. Business is a relation of mu- 
tual service; it has no other justification. The im- 
plications of this principle are not yet worked out, 
but in our modern society we are bound together by 
a growing network of mutual service. This prin- 
ciple lies at the forefront of Jesus’ teaching. It is 
the basis of the Divine Dominion. When we recog- 
nize and follow the law of service, we are dealing 
with reality, and no longer with appearance and 
sham. “He that would be greatest among you, let 
him become servant of all.” 

I have been reading again, after a long interval, 
the books of Walter Rauschenbusch. They are as 
fresh and stimulating as ever. Much of his in- 
dictment against our present social order is still un- 
answered. But I have been impressed by the prog- 
ress in certain directions during the past dozen 
years. Christianizing the Social Order was pub- 
lished in 1912. If Rauschenbusch were alive to- 
day and made himself familiar with the trade asso- 
ciation movement, his chapter on The Law of Tooth 
and Nail would be completely revised. The type 
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of competition which he criticizes so severely has 
disappeared, in large sections of American industry. 
Business is more and more realizing the ideal which 
he holds out as the chapter closes: “Men who are 
in the same line of work must be so organized that 
they can emulate while they co-operate. Commer- 
cial competition has developed in our commercial 
communities the lower instincts of selfishness, covet- 
ousness, and craft. A Christian social order must 
be such that it will develop and educate mutual in- 
terest and good-will, and equip workmates with 
that sense of comradeship and solidarity to which 
they are entitled.”*® As I have already suggested, 
the trade association has not done much to solve 
the ethics of labor relations. The chapter on The 
Reign of the Middleman, however, if written today, 
would recognize the standardizing of products, the 
truth in advertising movement, the new type of 
salesmanship, and the growing importance of the 
_ service standard. 

There is another close parallel between Christian- 
ity and business, in the emphasis on social solidarity. 
The isolated business man is more or less helpless. 
No matter how high-minded he may be, if his com- 
petitors adulterate goods and give bribes, he must 
fall into line, in many cases, or go out of business. 
The result, as we noted, was a constant moral de- 
terioration. Bad practices tended to displace sound 
practices, by a sort of Gresham’s law. With the 
rise of the trade association, the process has been 
reversed. Social pressure is exerted for the im- 


5 Walter Rauschenbusch, Christianizing the Social Order, Mac- 
millan 1912, 179. 
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provement of business practice. As R. E. Rind- 
fusz, of the Periodical Publishers’ Association, has 
put it: “In a competitive field when business of a 
questionable nature is offered, if one of the repu- 
table competitors accepts it, the others are very 
likely to follow. On the other hand, if the same 
business can be freely discussed among them, all 
will favor rejection. The ethical standards in the 
first case are tending to be pulled down by the 
action of the weak member, whereas in the second, 
they are pulled up by the strong.” ® 

In this method of raising the ethical level there 
are almost unlimited possibilities. Take, for ex- 
ample, the question of a fair profit, with which we 
wrestled in an earlier chapter. As long as business 
men consider it smart when one of their fraternity 
accumulates a fortune, even though it is done by 
unscrupulous means, business men will continue to 
gouge the public whenever they have a chance. 
With the progress already made, however, in apply- 
ing the standard of public service, it is conceivable 
that trade associations may come to distinguish 
sharply between fair and unfair profit. Business 
malpractice will be as generally condemned as is 
medical malpractice. In return for public patron- 
age, the manufacturer or merchant will be expected 
to give an equivalent of service. The man who at- 
tempts to get something for nothing, who turns 
legitimate speculation into gambling, who uses 
economic or political power to levy a highwayman’s 
toll, who preys on the-moral weaknesses of human 
nature, will be ostracized by the public opinion of 

* Proceedings, Am. Trade Assn. Executives, 1924, 81. 
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the group, much as they now ostracize the common 
crook. The standards of ethics in any group will 
in the long run control its practice. 

One of the functions of religion has always been 
to throw higher sanctions around the standards 
which the social group has developed out of its ex- 
perience. There is a great difference between the 
man who takes the long-term view from expediency, 
and the man who believes in a moral Universe and 
feels loyalty to a Divine Leader; the latter does not 
need to be watched. And it is not easy to bring 
men to take the long-term view at all. Character 
is essential. The greatest asset in any trade group 
is the business man whose life has been “cleansed, 
steadied and ennobled by religious communion.” 
The readiness to recognize others’ interests depends . 
largely on early training and public sentiment, with 
both of which the Church is directly concerned. 
How far organized Christianity should attempt a 
detailed program for the social order, I must leave 
as an open question. In proclaiming the religious 
and ethical teachings of Jesus, it will do much to 
shape the standards of action and thought in the 
community. And these generally accepted stand- 
ards form a large element in the behavior patterns 
of the business group. 

I would emphasize the importance of a sympa- 
thetic understanding of the ethical movement in 
business, on the part of Christian men and women. | 
It is not necessary to condone the reactionary atti- 
tude of many business men toward the public and 
toward labor, the aspects or sections of our industry 
as yet untouched by the ethical movement, the bad 
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practices that go on under the cloak of a high stand- 
ard, the smugness of the business pharisee which is 
the greatest obstacle to moral progress. One need 
not file any brief for the present industrial or social 
system. We have hardly begun to apply to eco- 
nomic problems Jesus’ method of ethical appraisal. 
Our customs and laws and institutions are not yet 
squared with the real world of the Divine Dominion. 

What I plead for is a recognition by the Church 
of the Christianity already to be found in business, 
whether it calls itself Christian or not. And by that 
I mean not merely an acknowledgment of this ele- 
ment in our business life, but active co-operation 
with it. To know the codes of ethics of the trades- 
men and professional men with whom you are deal- 
ing, to know what you as customer or client have a 
right to expect of them, to hold them to their stand- 
ard, to lend them your support in putting down un- 
ethical practices, to follow those standards yourself 
in your dealings with them—will help to build up 
the community sentiment which is the basis of all 
social ethics. 


APPENDIX A 


INDUSTRIES AND PROFESSIONS SUITABLE FOR STUDENT 
RESEARCH 


For the study of business ethics by the laboratory 
method, as suggested in Chapter XIV, the following 
tools are needed. First, a collection of codes of practice, 
which I have already published. Second, a general in- 
troduction, such as the present book supplies. Third, 
adequate background literature. I have attempted to 
assemble below the reference material to which teacher 
and student may have access; the selection, where there 
was any chance at selection, has been made with a good 
deal of care. This list should be superseded as soon as 
possible by a series of pamphlets, giving the history and 
setting of the more important industries and professions. 
A fourth desideratum is a collection of cases or problems 
in association practice, such as the decisions of arbitra- 
tion boards. 

The industries and professions given here are arranged 
by groups. Codes of Ethics refers to my handbook, pub- 
lished by the Free Press Printing Co., Burlington, Vt., 
1924; Annals to Annals of Am. Acad. of Pol. and Social 
Science, May, 1922; Academy to Proceedings of Acad. 
of Pol. Science, Jan., 1922; Codperative Competition to 
series of articles reprinted by N. Y. Evening Post, 1922. 
See also references on p. 4 of this book, particularly an- 
swers to questionnaire of Nat. Assn. of Manufacturers; 
Proceedings Am. Trade Assn. Executives, particularly 
E. H. Naylor’s paper on Ethical Standards, 1924, 66; 
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U. 8. Census of Manufactures; proceedings and bulletins 
of trade associations whose codes are cited; and files of 
technical journals. 

The reference literature is assembled as follows: (a) 
Written standards. (b) History of the industry or pro- 
fession. (c) Practical background. (d) Ethical prob- 
lems. 


ACCOUNTING . 


a. Codes of Ethics, 5-7. 

Codes adopted by Am. Soc. of Certified Public Accountants, 
1926, and by Nat. Assn. of Certified Public Accountants, 1924 
(now an outlawed organization). 

b. Annals, 196. 

Carl H. Nau, “Growth of Professional Ethics,” J. of Account- 
ancy, 37:1, Jan., 1924. 

c. Wm. M. Cole, Fundamentals of Accounting, Houghton Mif- 
flin, 1921. 

Roy B. Kester and others, Accounting Theory and Practice, 
Vol. III, Ronald, 1923. Discusses accounting practice in 
typical lines of business. 

d. Joseph E. Sterrett, in Hvery-Day Ethics (Page Lectures), Yale 
Press, 1910, p. 16. 


ADVERTISING 


a. Codes of Ethics, 8-15. 

Standards of Practice, Assoc. Adv. Clubs of the World, July 1, 
1924. 

Standards adopted by Am. Assn. of Adv. Agencies, 1924; Assn. 
of Newspaper Adv. Executives, 1924; and Nat. Retail Dry 
Goods Assn., 1925. 

b. Annals, 211. 

Ante, Chap. V, with references. 

Albert E. Haase, “What Vigilance Work Has Accomplished 
under the Printers’ Ink Statute,” Printers’ Ink, June 16, 1921. 

Roland Cole, “Review of the Ten-year Fight against Fraudu- 
lent Advertising,” Printers’ Ink, Feb. 24 and March 3, 1921. 

c. Daniel Starch, Principles of Advertising, A. W. Shaw, 1923. 

Paul T. Cherington, Advertising as a Business Force, Double- 
day Page, 1913. An advertising classic, though out of date 
in some particulars. 
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Advertising Year Book, Doubleday Page, 1916- . Largely 
a condensation of addresses at annual meetings of A. A. C. 
of W. 
Frederick J. Allen, Advertising as a Vocation, revised ed., Mac- 
millan, 1924. Bibliography. 
. Starch, op. cit., Chap. XX. 
Bulletins of national and local Better Business Bureaus. 


ADVERTISING, OUTDOOR 


. By-laws of Outdoor Adv. Assn. of Am., 1925, Art. 9. 
Manual of id., 1926. 
. Ante, Chap. VI, with references. 
. Wilmot Lippincott, Outdoor Advertising, McGraw-Hill, 1923. 
Starch, Principles of Advertising, Chap. XX XIII. 


ARCHITECTURE 


. Codes of Ethics, 20-23. 
Am. Inst. of Architects, Handbook of Architectural Practice, 

revised ed., 1923. 

. Com. on Educ. of Am. Inst. of Architects, The Significance of 
the Fine Arts, Chaps. I-IV, Marshall Jones, Boston, 1923. 

. Walter C. Voss and Ralph C. Henry, Architectural Construc- 
tion, Wiley, 1925. 

. Annals, 105-120. 


BANKING AND CREDIT 


. Codes of Ethics, 49-51; 127-134. 
. Wm. O. Scroggs, A Century of Banking Progress, Doubleday 
Page, 1924. 
. Eugene E. Agger, Organized Banking, Holt, 1918. 
Ray B. Westerfield, Banking Principles and Practice, Ronald, 
1924. : 
. James True, “How an Assn. of Mirs. Is Savings Accounts of 
Its Members,” Printers’ Ink, Apr. 26, 1923. 
James E. Hagerty, Mercantile Credit, Holt, 1913. 


BUILDING CONSTRUCTION 


. Codes of Ethics, 61-71; 155-157; 326-336. 

Code adopted by Assoc. Gen. Contractors of Am., 1925. 

.N. Y. Joint Legislative Com. on Housing, Intermediate Re- 
port, 1922. 

Clarence E. Bonnett, Employers’ Associations in the U. S., 
Chaps. VI, VII, and XIV. Macmillan, 1922. 
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c. and d. Sanford E. Thompson in Waste in Industry, Chap. V. 
(Federated Am. Engineering Societies.) McGraw-Hill, 1921. 
Proceedings of Philadelphia and National Conferences on the 
Construction Industries, Nat. Fed. of Construction Indus- 
tries, Philadelphia, 1921. 
Com. of President’s Conf. on Unemployment, Seasonal Opera- 
tion in the Construction Industries; The Facts and Reme- 
dies, McGraw-Hill, 1924. 


CLOTHING 


a. Codes of Ethics, 84-91; 193-197. 
b. J. M. Budish and Geo. Soule, The New Unionism, Harcourt, 
Brace & Howe, 1920. 
Amalgamated Clothing Workers, Clothing Workers of Chicago, 
1910-1922, Chicago, 1922. 
Louis Levine, The Women’s Garment Workers, Huebsch, 1924, 
A hist. of the Internat. Ladies’ Garment Workers’ Union. 
c. U. 8. Bur. of For. and Domestic Commerce, The Men’s Fac- 
tory-made Clothing Industry, Misc. Series 34, 1916. 
A. F. Allison, “Garment Men Cut Costs thru the Trade Group 
Plan,” Coédperative Competition, 37. 
c and d. Academy, 69. 
Morris L. Cooke, “The Men’s Ready-made Clothing Industry,” 
in Waste in Industry, Chap. VI. 


DAIRY PRODUCTS 


a. Codes of Ethics, 135-142; 244-247. 
b and c. Henry E. Erdman, The Marketing of Whole Milk, with 
bibliography. Macmillan, 1921. 
Fed. Trade Commission, Report on Milk and Milk Products, 
1914-1918 (1921). 
Walter W. Fisk, Book of Ice Cream, Macmillan, 1919. 
d. Clyde L. King, The Price of Milk, John C. Winston, Phila- 
delphia, 1920. 


ENGINEERING 


a. Codes of Ethics, 163-176. 
b and c. Annals, 68-85. 
Geo. F. Swain, The Young Man and Civil Engineering, Mac- 
millan, 1922. 
Chas. R. Mann, A Study of Engineering Education, Carnegie 
Found. for Advancement of Teaching, 1918. 
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d. Annals, 86-104. 
C. E. Drayer, “Advances in Engineering Ethics,” Professional 
Engineer, Oct. 1924, 13. 
Am. Assn. of Engineers is to issue Cases in Engineering Ethics. 


FARM IMPLEMENTS 


a. Codes of Ethics, 180-183. 
b. Herbert N. Casson, Romance of the Reaper, Doubelday, Page, 
1908. 
b, c and d. U.S. Bureau of Corporations, The International Har- 
vester Co., 1918. 
Id., Farm-Machinery Trade Assn.’s, 1915. 
Fed. Trade Commiss., Causes of High Prices of Farm Imple- 
ments, 1920. 


FUNERAL DIRECTING 


a. Codes of Ethics, 516-518. 
c and d. Austin A. Breed, Better Ways for Better Business, 
The Casket and The Sunnyside, New York, 1923.° 
Quincey L. Dowd, Funeral Management and Costs, U. of Chi- 
cago Press, 1921. 
Findings of the Conference on Public Relations, Casket Mfrs. 
Assn., Cincinnati, 1923. 
Joseph N. Sletten, Mechanics of Assn. Work, Nat. ‘Funeral 
Directors’ Assn., Chicago, 1925. 
Robert R. Fc Higher Standards and Material Prosperity, 
ad. 
FURNITURE 
a. Codes of Ethics, 188-192. 
Code of Ethics for the Furniture Industry, adopted at conf. of 
mfrs. and retailers, 1924. 
Name the Wood standard, adopted by Grand Rapids Furniture 
Mfrs. Assn. and other organizations, 1925. 
b, c and d. Fed. Trade Commiss., Report on House Furnishings 
Industries, Vol. I, “Household Furniture,” 1923. 


GRAIN 


a. Codes of Ethics, 205-208. 
Rules, By-laws, and Regulations of the Board of Trade, Chi- 
cago, 1925. 
b, c and d. James E. Boyle, Speculation and the Chicago Board 
of Trade, Macmillan, 1920. 
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Fed. Trade Commiss., Report on the Grain Trade, 5 vols., 
1920-1923. 


INSURANCE 


a. Connecticut code, drafted by com. appointed by Ins. Commis- 
sioner, 1924. 
b. P. Henry Woodward, Insurance in Connecticut, D. H. Hurd, 
Boston, 1887. 
Henry W. Eaton and M. Lewin Hewes, in The Business of 
Insurance below, Chap. III, with bibliography. 
Harry C. Brearley, Fifty Years of a Civilizing Force (Nat. 
Board of Fire Underwriters), Frederick A. Stokes, 1916. 
c. Robert Riegel and H. J. Loman, Insurance Principles and 
Practice, Prentice-Hall, 1921. 
Howard P. Dunham, ed., The Business of Insurance, Ronald, 
1912. 
c and d. Robert Riegel, Fire Underwriters’ Associations in the 
U. S., Thesis, Univ. of Penn., 1916. 
Annals, March, 1917, pp. 163-226. 


INSURANCE, LIFE 


a. Codes of Ethics, 251-253. 
b. Burton J. Hendrick, The Story of Life Insurance, McClure, 
Phillips, 1907. 
Joseph A. De Boer, in The Business of Insurance, Chap. XVI, 
with bibliography. 
c. 8S. S. Huebner, Life Insurance, revised ed., Appleton, 1923. 
Dunham, The Business of Insurance, Part III. Ronald, 1912, 
“Modern Insurance Problems,” Annals, March, 1917, Part I. 


JOURNALISM 


a. Codes of Ethics, 261-265. 
Nelson A. Crawford, Hthics of Journalism, Knopf, 1924, 183 ff. 
Annals, 283-295. 
b. James M. Lee, Hist. of Am. Journalism, Houghton Mifflin, 
1917. 
c. John L. Given, Making a Newspaper, Holt, 1912. 
d. Crawford, op. cit. } 
Annals, 169-187. 
Upton Sinclair, The Brass Check; A Study of Am. Journalism, 
Pasadena, Cal., 1919. 
Interchurch World Movement, Public Opinion and the Steel 
Strike, Harcourt, Brace, 1921. 


a. 
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Walter Lippmann, Public Opinion, Harcourt, Brace, 1922. 

Lucy M. Salmon, The Newspaper and Authority, Oxford Univ. 
Press, 1923. 

Id., The Newspaper and the Historian, Oxford, 1923. 

Merle Thorpe and others, The Coming Newspaper, Holt, 1915. 
A series of articles by able leaders, and a symposium on 
“Giving the Public What It Wants.” 

Willard G. Blyer, ed., The Profession of Journalism; A Collec- 
tion of Articles on Newspaper Editing, Taken from the 
Atlantic Monthly, Atlantic Monthly Press, 1918. 


JOURNALISM, INDUSTRIAL 


. Codes of Ethics, 447. 


Annals, 295-297. 
New code adopted by Agricultural Publishers Assn., 1924. 


. Annals, 188. 
. Horace M. Swetland, Industrial Publishing, U. P. C. Book Co., 


New York, 1923. Used as text-book under auspices of N. Y. 
Business Publishers Assn. 


KNIT GOODS 
Codes of Ethics, 270-276. 


c and d. U.S. Bur. of For. and Domestic Commerce, The Knit- 


a. 


b, 


Underwear Industry, Misc. Series 32, 1915. No. 31, The 
Hosiery Industry. 


LAW 


. Codes of Ethics, 279-299. 
. Ante, p. 127, and references. 


Annals, 16-29. 


. Harlan F. Stone, Law and Its Administration, Columbia Univ. 


Press. 1915. 


. Annals, 33-50. 


Julius Henry Cohen, The Law: Business or Profession? G. A. 
Jennings, New York, revised ed., 1924. 

Geo. P. Costigan, Jr., Cases and Other Authorities on Legal 
Ethics, West Pub. Co., St. Paul, 1917. 


LUMBER 


Codes of Ethics, 308-325. 

c and d. Nelson C. Brown, The Am. Lumber Industry, Wiley, 
1923. 

U. S. Bur. of Corporations, The Lumber Industry, 1913-1914. 
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Fed. Trade Commiss., Lumber Manufacturers’ Trade Associa- 
trons, 1922. 

Ralph C. Bryant, Lumber, Its Manufacture and Distribution, 
Wiley, 1922. Chap. XV gives an impartial history of lumber 
trade associations up to that date. 


MEDICINE 


a. Codes of Ethics, 338-357. 
b. Ante, p. 121, and references. 
Frank Smithies, “Origin and Devel. of Ethics in Medicine,” 
Annals of Clinical Med., March, 1925, with bibliography. 
c. Annals, 51. 
Richard C. Cabot, Training and Rewards of the Physician, 
Lippincott, 1918. 
Lewis Mayers and Leonard V. Harrison, Distribution of Physi- 
cians in the U. S., General Education Board, 1924. 
d. Norman Barnesby, Medical Chaos and Crime, Mitchell Ken- 
nerley, New York, 1910. 
Wm. G. Shepherd, “The New Control of Surgeons,” Harpers 
Mag., Feb. 1924. 
A. W. Abbott, “A Comparison of the Medical Ethics of Fifty 
Years Ago and Those of Today,” Journal-Lancet, Jan. 15, 
1922. 


MOTION PICTURES 


a. Codes of Ethics, 376. 

Resolutions adopted by Motion Picture Producers and Dis- 
tributors, 1924. 

b. Ben. R. Lubschez, Story of the Motion Picture, Reeland Pub. 
Co., New York, 1920. 

Donald R. Young, Motion Pictures; A Study in Social Legisla- 
tion, Univ. of Penn., 1922. 

c. Austin C. Lescaboura, Behind the Motion Picture Screen, 
Munn & Co., 1919. 

d. J. R. Rutland, State Censorship of Motion Pictures, H. W. 
Wilson, 1923,—briefs, bibliographies and reprints. Most of 
the references are predicated on the situation as it existed in 
the industry prior to its reorganization. 


PAINT AND VARNISH 


a. Codes of Ethics, 402-404. 
Non-Exchange and Anti-Rebate Agreements (see Year Books 
below). 


APPENDIX A 227 


b. Year Books, Paint Mfrs. Assn. of the U. S.; Nat. Varnish 
Mirs. Assn. 
Henry A. Gardner, Paint Technology and Tests, McGraw-Hill, 
1911. 
c. Ernest T. Trigg, “Paint and Varnish Men Reach Buyer 
Through Trade Group,” Codperative Competition, 47. 
Literature issued by “Save the Surface” Campaign, 507 Bourse 
Bldg., Philadelphia. 


PRINTING 


a. Codes of Ethics, 438-442 (should be attributed to Theodore L. 
De Vinne). 

b. Clarence E. Bonnett, Employers Associations in the U. S., 
Chap IX, Macmillan, 1922. 

c. American Handbook of Printing, Oswald Pub. Co., New York, 
3d ed., 1913. Very elementary. 

e and d. John H. Williams in Waste in Industry, Chap. VIII. 

Academy, 35-68. 


PURCHASING 


a. Codes of Ethics, 448. 
c. John C. Dinsmore, Purchasing Principles and Practice, Pren- 
tice-Hall, 1922. 


REAL ESTATE 


a. Codes of Ethics, 451-458. 
c and d. Philip A. Benson and Nelson L. North, Jr., Real Estate 
Principles and Practice, Prentice-Hall, 1922. 

Ernest M. Fisher, Principles of Real Estate Practice, Macmil- 
lan, 1923. Issued as text-book by Nat. Assn. of Real Estate 
Boards. More general in scope than the above; its treatment 
of land taxation is so dogmatic that it savors of propaganda. 


SHOES 


a. Codes of Ethics, 475-479. 
b. Blanche E. Hazard, Organization of the Boot and Shoe Indus- 
try in Mass. before 1875, Harvard Univ. Press, 1921. 
Malcolm Keir, Manufacturing Industries in Am., Chap. IX, 
Ronald, 1920. 
b and c. Edward W. Burt, The Shoe-Craft, Its Organization, 
Everett Press, Boston, 1917. 
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c and d. Sanford E. Thompson in Waste in Industry, Chap. VII. 
Fed. Trade Commiss., Leather and Shoe Industries, 1919. 
Id., Shoe and Leather Costs and Prices, 1921. 


STOCKS AND BONDS 


a. Constitution of New York Stock Exchange, 1925. 
b, c and d. J. Edward Meeker, The Work of the Stock Exchange, 
Ronald, 1923. Bibliography. 
8S. S. Huebner, The Stock Market, Appleton, 1922. Bibliog- 
raphy. 


TEACHING 


a. Codes of Ethics, 490-504. 

Code adopted by Southern Assn. of Colleges for Women, 1923. 

Florence M. Teagarden, “Bibliog. of Professional Codes for 
Educators,” School and Society, Nov. 8, 1924. 

M. J. Walsh, Teaching: Its Ethical and Professional Stand- 
ards, Holt, 1926. 

b. Ernest C. Moore, Fifty Years of Am. Education; A Sketch of 
the Progress of Educ. in the U. S. from 1867 to 1917, with 
brief bibliography. Ginn, 1917. : 

c. Hartley B. Alexander, Letters to Teachers, Open Court, 1919. 

d. Annals, 121-137. 

Walsh, op. cit., with bibliography. 
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ReEsEARCH ProBLEMS IN SoctaL Eruics 


A selected list of case material, where the social con- 
sequences of specific practices or conditions have been 
traced by competent hands, and may readily be followed 
by the student without becoming involved in contro- 
versies of opinion. See ante, p. 203. I aim to give refer- 
ences bearing on group action and reaction, rather than 
general introduction to the subjects considered. 


LABOR RELATIONS 


Problem a. The reaction of labor and capital to general con- 
ditions and practices. 

Edgar L. Heermance, Chaos or Cosmos? Dutton, 1922. Chap. 
XVII, on “Industrial War,” develops cases of group action and 
reaction. 

U. S. Commission on Industrial Relations, Final Report, 1916. 
In spite of the general anti-capitalist bias, the testimony is a 
mine of material on industrial conditions. 

Carleton H. Parker, The Casual Laborer, Harcourt, Brace & 
Howe, 1920. 


Problem b. The economic effects of specific conditions and prac- 
tices. 

Federated Am. Engineering Societies, Waste in Industry, Mc- 
Graw-Hill, 1921. 

Id., The Twelve-hour Shift in Industry, Dutton, 1922. 

P. Sargent Florence, Economics of Fatigue and Unrest and The 
Efficiency of Labor in English and American Industry, Holt, 
1924. Traces the business costs of losses by labor turnover, 
absence, deficiency of output, defective output, indust. acci- 
dent, and indust. ill-health. 


Problem c. Experiments in industrial relations and their results. 
John R. Commons and others, Industrial Government, Macmil- 
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lan, 1921. A study of representative plants by a class in the 
Univ. of Wisconsin. 

Academy, Jan., 1922, “Constructive Experiments in Indust. Coop. 
between Employers and Employees.” 

Ben. M. Selekman, Employes’ Representation in Steel Works; A 
Study of the Indust. Representation Plan of the Minnequa 
Steel Works of the Colorado Fuel and Iron Co., Russell Sage 
Foundation, 1924. 

Id., Sharing Management with the Workers; A Study of the 
Partnership Plan of the Dutchess Bleachery, Wappingers Falls, 
N. Y. Russell Sage, 1924. 

Ben. M. Selekman and Mary Van Kleeck, Employes’ Representa- 
tion in Coal Mines; A Study of the Indust. Representation Plan 
of the Colorado Fuel and Iron Co. Russell Sage, 1924. 

Otto S. Beyer, Jr., “B & O Engine 1003,” Survey, 51: 311, Jan. 1, 
1924. The Baltimore and Ohio plan of combining the shop 
committee with the union. 


Problem d. The Basis of Wage Determination. 

Herbert Feis, A Collection of Decisions Presenting Principles of 
Wage Settlement, H. W. Wilson, 1924. An invaluable case book 
of awards by labor and arbitration boards. 

Paul H. Douglas, Wages and the Family, Univ. of Chicago Press, 
1925. 


CONTINUITY OF EMPLOYMENT 


Problem a. The economic and human costs of unemployment. 

John Koren and others, in Waste in Industry, Chap. XI. 

Philip Klein, The Burden of Unemployment, Russell Sage, 1923. 

Research Com. of Unemployment Conference, Business Cycles 
and Unemployment, McGraw-Hill, 1923. 

Maurice B. Hexter, Social Consequences of Business Cycles, 
Houghton Mifflin, 1925. 


Problem b. Experiments in stabilizing employment, and their 
results. 

H. Feldman, The Regularization of Employment; A Study in the 
Prevention of Unemployment, Harper, 1925. The most com- 
prehensive survey of American experiments. 


SAFETY 


Problem a. The economic and human costs of industrial acci- 
dents. 
Sidney J. Williams, in Waste in Industry, Chap. XIV. 
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Crystal Eastman, Work-Accidents and the Law, Russell Sage, 
1910. A study of conditions in the Pittsburgh steel industry 
prior to the Workmen’s Compensation movement. 


Problem b. Accident compensation and insurance. 


E. H. Downey, Workmen’s Compensation, Macmillan, 1924. 
Bibliography. 


Problem c. Accident prevention. 

David S. Beyer, Industrial Accident Prevention, Houghton Mif- 
flin, 1916. A standard treatment of the subject up to that date. 

Annals, Jan., 1926, series of articles on “Industrial Safety.” 

U.S. Bur. of Labor Statistics, Safety Code Series, 1923- . Ten- 
tative Am. standards for lighting, machinery, etc., approved 
by Am. Engineering Standards Com. 


CONSERVATION 


Problem a. The conservation of natural resources as social assets. 

Report of Nat. Conservation Commission, Washington, 1909. 

Chester G. Gilbert and Joseph E. Pogue, America’s Power Re- 
sources, Century, 1921. 

Stuart Chase, The Tragedy of Waste, Chap. XII. Macmillan, 
1925. 

Publications of Am. Forestry Assn., Washington. 


Problem b. The conservation of human resources, and the 
reduction of poverty as a social liability. 

Edward T. Devine, Misery and Its Causes, Macmillan, 1909. 

Annals, Jan., 1923, “Public Welfare in the U. 8.” 

I. M. Rubinow, Social Insurance, Holt, 1913. 

Report of Pennsylvania Commiss. on Old Age Pensions, 1919. 


Problem c. The child as a social asset. 

Geo. B. Mangold, Problems of Child Welfare, Macmillan, 1914. 

Annals, Nov., 1921, and Sep., 1925, series of articles on Child 
Welfare. 

Chief of Children’s Bureau, Annual Report, 1918. Summary of 
result of six years’ study of relation between poverty and infant 
mortality. See also publications 9, 11, 20, 29, 37, 52, 68, 72. 


PUBLIC HEALTH 


Problem a. The economic results of disease and tts control. 

Rockefeller Foundation, Annual Reports, 1915- . 

Harry H. Moore, Public Health in the U. S.; An Outline with 
Statistical Data, Harper, 1923. The references and selected 
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bibliography make it possible to trace the economic bearings of 
specific diseases and their prevention. 


RACE RELATIONS 


Problem a. The social bearings of conditions surrounding the 
wmmigrant. 

Edith Abbott, Immigration, Select Documents and Case Records, 
Univ. of Chicago Press, 1924. 

Michael M. Davis, Jr., Immigrant Health and the Community, 
Harper, 1921. 

Kate H. Claghorn, The Immigrant’s Day in Court, Harper, 1923. 

And Who Is My Neighbor? Association Press, 1924. Cases for 
the immigrant gathered by The Inquiry. Includes also the 
Negro. 


Problem b. Social bearings of the treatment of the Negro by 
the white race. 

Edgar L. Heermance, Chaos or Cosmos? Chap. XXIII. A study 
of the reactions on the white race from its treatment of the 
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